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Editorial Comment 


THE PRICE OF SECURITY 


And you all know, security.is mortal’s chiefest enemy.—Macbeth, Act III, Se. V 


ized the principle embodied in the National Security 

Act, recently enacted by the Congress of the United 
States, signed by the President, and which is the law of the 
land. 

This same poet has expressed his views about nearly 
all human relations. These views are not infrequently con- 
tradictory, and in employing them due regard must be paid 
to the character of the person giving currency to them. 
The above words were spoken by “Hecate,” a goddess of 
the regions under the earth. It is, in fact, a ghostly mes- 
sage, and therefore to be given no greater credence than is 


¢ is in the above words that Shakespeare has character- 


ordinarily attached to messages of this kind. 
As already indicated, Shakespeare speaks a various 
language. 'The advocates of share the wealth will find that 


“c“ 


he had anticipated their program. “Let distribution undo 
excess, and each man have enough.” Since the Stratford- 
on-Avon bard warns us that “The devil can cite scripture 
for his purpose,” the quotations made from the poet, in 
support of any particular doctrine, must be taken with the 
customary grain of salt. 

Many learned commentators have been puzzled over 
what Shakespeare had in mind in some of his writings. 
Thus, one wanted to know what he was trying to do when 
he wrote “Hamlet.” To which the rather obvious rejoinder 
was made, that he was trying to write a great play, and 
succeeded in doing just that. 

What, then, did Shakespeare mean when he said that 
“security is mortal’s chiefest enemy?’ On the face of it, 
“security” or “safety” can hardly be regarded as an enemy, 
but rather as a friend. But there is a kind of security that 
leads to complacency, with self-satisfaction, with little heed 
for the future, because of belief that the future is secure, 
and very likely this was the sort of security Shakespeare 
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had in mind when he declaimed against it in the strong 
language set out above. 

That certain classes for whom safety is afforded in the 
National Security Act are worthy of such care on the part 
of society at large, is a matter not open to debate. Whether 
all included should be thus cared for, is less clear. Will 
their incentive to providence and thrift be lessened in this 
way? Will they come to rely less on themselves and more 
on others? Should they do so, the spirit of self-reliance 
will be weakened and morale impaired. Probably, on the 
whole, the risk to be taken in this respect is counter- 
balanced by the good accruing to the community at large. 
This seems to have been the experience of Great Britain, 
whose security laws have been in operation for some years 
with apparently no general impairment of the morale of 
the British people. In fact, the British are withstanding 
the shock of the great depression better than most other 
peoples of the world, and it is admitted that this resistance 
has been greatly aided by the security laws. The lawmakers 
of Great Britain did not wait until they were in the throes 
of the depression, and then seek to pull the country out of 
it by hastily-devised schemes of all kinds, and some of them 
of extremely ‘doubtful propriety, as a means of affording 
employment and relief. ‘They had prepared for the emer- 
gency before its coming. Their ship was fashioned and 
trimmed in advance for the approaching storm. And 
has withstood the shock far better than has been the case 
here where such precautionary measures were not taken. 

Having said all this in support of providing security 
for those who have been either unable or unwilling to pro- 
vide it for themselves, it must be regarded as highly lament- 
able that in a country of such boundless resources and 
opportunities, where our people once possessed such a high 
degree of initiative and self-reliance, that society at large 
must take upon itself the burden of supporting so numerous 
a percentage of the population. Government, industrialists, 
financiers must bear at least much of the blame for the pass 
to which the country has come. 

Many banks and other corporations have long had in 
effect adequate provision for those incapacitated for further 
employment because of age or other infirmities. And these 
plans have been managed on a basis that has preserved the 
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self-respect of the beneficiaries, since they themselves have 
made substantial contributions to the fund set aside for 
their benefit. While the present act does not exempt from 
security taxation those corporations having pension plans 
of their own, an amendment to the act, providing for such 
exemption, is manifestly desirable. 


TWO IMPORTANT BANKING PROBLEMS 


Y thus numerically limiting the number of important 
B problems engaging the attention of bankers at the 

present time, it is not meant to imply that there are 
not numerous others, and perhaps of equal importance. But 
there is hardly any of these problems of more immediate 
concern to the bankers of the United States than the two 
presently to be mentioned. 

What are these problems? They relate to two things: 
the large holdings of United States securities by the banks, 
and the huge surplus reserves. 

In discussing these extraordinary features of our present 
banking situation, THE BANKERS MAGAZINE does not wish 
to exaggerate their seriousness, much less to excite alarm. 
But it cannot be considered as unwise to take note of exist- 
ing conditions, with a view to moderating their probable 
effects if no regard is paid to them until it is too late. 

A banker, in a recent address, stated that for these large 
holdings of Government securities there is no market, and 
a distinguished United States Senator said that any attempt 
to market the bonds would result in a demoralization of 
their value. 

These observations will bear examination. It is not 
strictly true that there is no market for the bonds. Sales 
on the New York Stock Exchange for the first six months 
of this year were well above those for the same period of 
1933 and 1934, which is partly accounted for by the fact 
that more bonds were outstanding at the later period. 
Furthermore, at the time of writing, all these bonds were 
selling at a substantial premium. 

What the banker and Senator meant was that should 
the banks suddenly be moved to dispose of their Govern- 





— “OO —nK— 


THE BANKERS MAGAZINE 


_ 


ment bonds in large volume, the market for them would 
be demoralized and perhaps destroyed altogether. 

If this would be the case, the question naturally arises 
as to whether or not such an eventuality is likely to happen. 

For the time being the banks are quite content to have 
these bonds in their portfolios because other avenues for 
the investment of funds are either narrowly limited or 
entirely closed. But should there be a marked and rather 
sudden business revival, accompanied by an increased de- 
mand for commercial and industrial loans, the banks might 
show a disposition to market their Government securities 
in order to place their funds more advantageously. But, 
taking the banks of the country as a whole, with their large 
surplus reserves, they could meet the commercial and in- 
dustrial demand for loans for some time without disposing 
of their Government holdings. 

From these angles of the problem, there does not appear 
to be much to worry the banks. 

But there is another aspect of the matter possibly of a 
more serious character. In the recent addresses made by 
bankers at conventions of their associations, strong criti- 
cisms have been freely expressed regarding the deficit, the 
enormous expenditures of the Government and the already 
huge and increasing public debt. These addresses have not 
failed to point out how these developments may affect the 
large volume of Government bonds held by the banks. 
Should the substance of these addresses penetrate to the 
public mind, should people gain the impression that one- 
half the securities held by the banks “are unmarketable,” 
depositors might become frightened and begin to make runs 
on the banks. 

The second problem referred to above relates to the 
excess reserves of the banks, recently at record figures, and 
of such proportions as to occasion concern about credit 
inflation should a revival of business take place. Excess 
reserves do not, of necessity, spell excessive loans; but they 
do have a strong tendency in that direction should the de- 
mand for loans become large and insistent. 

Under the new banking law, even as greatly improved 
by Senator Glass, the control over credit, so far as it can 
be exercised by the Federal Reserve, lies with the Federal 
Reserve Board, whose members are appointed by the 
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President. This bill provides for the doubling of reserves 
if necesasry to check inflation. Whether the Federal Re- 
serve Board would exercise this power in time is at least 
doubtful. Besides, the board would have to determine be- 
tween inflation and a healthful recovery—a decision likely 
to give rise to much public resentment should it be in the 
direction of curbing the advance. 


THE CITIZEN’S RIGHT OF RECOVERY 
OT only as respects the “gold clause” in contracts, 
| \ but as relates to recovery for illegal processing taxes, 
the right of the citizen to enforce recovery has be- 
come a matter of great public concern. 

The United States Supreme Court has declared that 
Congress lacked constitutional authority to disavow the 
gold obligation in securities of the United States, at the 
same time stating that the citizen denied the right to de- 
mand payment in gold lacked any effective means of redress 
unless substantial damages could be shown as a result of 
this denial. At the same time the Supreme Court hinted 
that the remedy was a matter “binding upon the conscience 
of the sovereign.” How binding this obligation is regarded 
may be inferred from the fact that on July 18 the House 
of Representatives, by a vote of 250 to 92, passed a resolu- 
tion prohibiting suits against the Government consequent 
upon the abrogation of the “gold clause.’ On the very 
same date a Federal court decided that the foreign holder 
of an American railway bond, containing the “gold clause,” 
must be paid in that coin or in its currency equivalent. 
Thus the citizen of the United States is on a different 
footing in this respect from a foreigner. It may be plausi- 
bly argued that the cases are not the same, since the Ameri- 
‘an would lose nothing by payment in paper while the 
foreigner would lose through exchange depreciation. When 
the irredeemable currency depreciates, and already because 
of the devalued dollar, the American who buys foreign 
exchange to pay for imported goods, or for foreign travel, 
will experience a loss. 

Recently a Federal court in Boston decided that the 
processing taxes on certain lines of products were illegal, 





THE BANKERS MAGAZINE 


and at the present time suits are pending, not only challeng- 
ing the legality of such taxes but seeking to recover amounts 
already paid. This problem has not yet reached final ad- 
judication, since the cases have not come before the Su- 
preme Court. But to forestall the effects of a decision by 
this body holding that such taxes are unconstitutional, 
Congress has had under consideration a bill that would 
prevent suits against the Government for recovery in case 
the tax should be held unauthorized. 

Now in both these cases—the “gold clause” and the 
processing taxes—there is an important principle involved. 
And it is this: Can the Government of the United States 
refuse to its citizens redress for an illegal act of the Govern- 
ment? In matters relating to transactions between indi- 
viduals, no such question arises. Is the Government, 
morally or legally, in a different position? Against such a 
doctrine, namely, that the king can do no wrong, the Ameri- 
‘an Colonies once made a decided and effective stand. 

It may be, in the present instance, that Congress will 
deny redress to its citizens for illegal acts of the Govern- 
ment. Should that course be followed, one source of re- 
dress, the ballot-box, will still remain open. 

But it would be heartening, in these times of uncer- 
tainty, if the Government cf the United States, within the 
limits of the practicable, should pursue a course no less 
upright than that incumbent on individuals. 

Both these proposals have been somewhat modified since 
their introduction, and as modified the citizen would have a 
limited right of recovery. 


OPERATIONS OF THE FEDERAL DEPOSIT 
INSURANCE CORPORATION 


HE report of the Federal Deposit Insurance Corpo- 

ration, as of June 30, 1935, shows that on that date, 

out of a total of 15,801 banks, 14,279 were insured, 
and 1522 uninsured. It was estimated, at the date of the 
report, that total deposits in the insured banks amounted 
to more than $41,000,000,000, of which amount the corpo- 
ration’s liability on account of insurance was estimated at 
$18,000,000,000. 
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From September 11, 1938, to June 30, 1934, the corpora- 
tion reported a deficiency of income, in excess of operating 
expenses and insurance losses, amounting to $480,047.55, 
but for the period for the year ended June 30, 1935, there 
was a surplus of income amounting to $4,716,409.11. 

In the report it is very pointedly stated, that “The 
chartering of banks merits careful consideration, partic- 
ularly if the corporation shall be obliged to continue to 
insure all solvent applicant banks.” 

Satisfaction is expressed in the report at the progress 
made toward the rehabilitation of the capital structures of 
insured banks and the substantial recoveries in the value of 
banking assets. 


THE RELIEF PROJECTS 
A LTTHOUGH the various schemes devised by the Fed- 


eral Government to afford relief through employment 

may not be strictly within the domain of banking, it 

surely cannot be said that they are lacking in interest to 
bankers as citizens, 

These schemes are numerous. For New York City alone 
they occupy in their enumeration a full newspaper column 
of fine type. The projects are varied, ranging all the way 
from enterprises of a solid and desirable character to many 
others belonging in a very doubtful category. THE 
BaNnKERS MaGAZINE will not single out any one of these, 
lest it be charged with seeking to discredit a particular 
project. But there is a sound criticism applicable to the 
entire list, with but few exceptions. It lcoks like an 
attempt of somebody who sat down with a pencil and sheet 
of paper, having as his object the invention of schemes to 
make work. The person who devised this list of more or 
less hazy enterprises did not seem to realize that in the 
customary avenues of production and trade lie the chief 
opportunities for effective employment. Providing play,- 
grounds, swimming pools, vaudeville entertainments, and 
making numerous surveys of this, that and the other thing, 
however desirable and laudable in themselves, do not afford 
the right means of combating unemployment and of pro- 
viding relief. What is needed is to get the unemployed 
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back to work in the industries and occupations in which they 
have been heretofore engaged. And if the same attention 
had been bestowed upon that object, and the same amount 
of money employed as has been devoted to these manu- 
factured schemes for providing work, much better results 
would have been achieved. 

In the long run the taxpayer will be compelled to settle 
the bill for these fanciful projects. And he will most likely 
realize that when the numerous recreation projects are 
completed, and shows provided for the masses, the real 
problem of recovery remains, and that his money has been 
squandered. We seem painfully near a program of bread 
and the circus, which the Roman emperors employed to 
allay discontent. “Wisdom cries out in the streets and no 
man regards it.” 


ANOTHER PLAN FOR “SERVICE CHARGES” 


Y a plan devised by Alexander Efron, vice-president 

of the National Safety Bank and Trust Company 

of New York, and now in operation at that institu- 
tion, a depositor may carry an account of $1.00 or more, 
and even with the minimum amount may make deposits 
and withdrawals against a charge of five cents on each 
transaction. The “service charge,” under this plan, is 
directly related to each deposit and each withdrawal, and 
is probably better within the range of comprehension of 
the average depositor than a monthly charge of so much, 
figured on a more or less elaborate system of cost analysis. 
At any rate, the-plan is interesting, and seems thus far 
to have worked successfully. Here is what is said about it 
by the bank itself: 

“Without any direct promotion campaign, we have al- 
ready accepted more than 2500 accounts from check- 
master depositors who appreciate the convenience of being 
able to carry checking accounts without the necessity either 
for paying a monthly service fee or maintaining a balance 
of more than $200. The average balance of these depositors 
is in the neighborhood of $150, and the first month’s ex- 
perience leads us to believe that the average number of 
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chargeable deposits and withdrawals will be sufficient to 
cover overhead and show a profit. From the human point 
of view, this is capable of providing new convenience to 
millions of people who have previously had to make their 
small payments to tradespeople, doctors, ete., either in 
‘ash or by postal money order. Our checkmaster deposi- 
tors include representatives of almost every profession, and 
the earning power of most of them is somewhere under 
$5000 per year. They are often as pleased as children 
with the new-found ability to carry a real checking account. 

“From the banking point of view, the implications of 
this new system are even more important. Commercial 
banks in every part of the country find themselves unable 
to make very profitable use of the funds on deposit. Suit- 
able bonds or other investments are few and far between 
and the loan market none too profitable. While it is obvious 
that deposits averaging $100 per account cannot earn very 
great returns in the form of interest for a bank, we believe 
that in the checkmaster system we have found a method for 
producing new income which will unquestionably lead to 
new banking prosperity. Each checkmaster account is not 
only self-supporting, but capable of earning a profit. These 
individual charges are negligible so far as the depositor is 
concerned, yet in bulk they can mount up to a worth-while 
total for the banker. We look forward to an increasing 
success from this plan.” 

The plan is also applied to the reduction of hold-up 
risks in handling payrolls. Employers may open accounts 
for each of their employees, and deposit a single check, to 
be credited in specified amounts to each account, thus obvi- 
ating the transportation of large sums of money through 
the streets or to places of business. 

Whether this is a more equitable and satisfactory plan 
than the imposition of a flat charge, is something for bank- 
ers to decide out of their own experience. 

Possibly, some depositors, looking at the large losses 
the banks have incurred from bad loans and investments, 
feel that to make them pay a “service charge” is com- 
parable to wasting at the bung and saving at the spigot. 
Still, small losses should be curtailed as well as large ones, 
and the service a depositor receives from a bank is worthy 
of proper compensation from the recipient. 
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WILL BANK HOLDING COMPANIES BE 
BANNED? 


ITH the agitation going on against public utility 
holding companies, it seems not unreasonable to 
expect that in the course of time this spirit of 
hostility may extend to the bank holding companies as well. 

Many of these holding companies have gone down in 
the banking cyclone that swept over the country in recent 
vears, but a few of them still exist and are being conducted 
with success and profit accruing to the holding company 
itself and its constituent members. Nor, in the com- 
munities where such controlled banks are operating, have 
complaints been heard of lack of adequate and safe service 
to those who deal with the banks thus operated and man- 
aged. In fact, where the holding company has been prop- 
erly managed, the testimony has shown the contrary to be 
true. Such banks have not only survived, but have con- 
tinued to discharge their usual functions. 

The difference characterizing the two types of bank 
holding company management appears comparatively 
simple. One type through manipulation seeks to gain the 
greatest immediate profit, regardless of the ethical prin- 
ciples or the ultimate financial risks involved. The cther 
type seeks to assure success by adhering to sound principles 
of banking and by affording the constituent banks the best 
and safest service to the public, combined with a fair rate of 
profit. It is the latter type of bank holding company that 
has successfully withstood the banking storm. In some 
localities, it is safe to say, that many banks would have suc- 
cumbed but for the protecting and guiding hand of the 
holding company. 

As bearing on the type of the right class of bank hold- 
ing companies, the directory and report of the Marine 
Midland Banks, operating in the State of New York, will 
be found instructive. This report gives full information, 
both as to the holding company and each of its members 
officers and directors and financial statements. 

Some of the officials operating bank holding companies 
-do not regard this device as a final solution of the problem 
of safe and efficient banking. They consider it in the light 
of a stop-gap until such time as the country may take to 
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approve a general extension of branch banking. The hold- 
ing company plan provides a greater degree of independ- 
ence to local officials than would be possible under the 
branch system, and this independence is something the bank 
official holds very dear. 

And in this connection an important question arises. 
Should Congress decree the death of the bank holding com- 
panies, what would happen to the Reconstruction Finance 
Corporation! It has been characterized as “the largest 
bank and the largest holding company in the world.” 
(Bankers Magazine, London, August, 1935, p. 185.) Con- 


gress may be regarded as being too merciful to become a 
tilicide. 


INCREASE IN THE NATIONAL INCOME 
N* only as evidencing a better situation from the 


national point of view but as indicative of individual 
well-being, the increase in the country’s income is to 


be regarded with great satisfaction. 

Department of Commerce reports show that last year 
the income of the American people rose more than $5,0090,- 
000,000 over that for 1933, and reached the highest level 
since 1931. ‘The department’s figures place the national 
income in 1984 at $49,400,000,000, compared with the de- 
pression low of $44,431,000,000 in 1933, and the prosperity 
high of $78,576,000,000 in 1929. 

The principal gains in the rise of national income in 
1934 came from salary and wage payments. Dividends, 
rents and the earnings of the smaller business concerns also 
made slight gains. Income paid to agriculture, while show- 
ing a considerable gain, did not correspond to the increase 
of production in this line. 

One significant fact brought out by this report, and 
which contradicts recent statements to the contrary effect, 
is that wages have been gaining in greater ratio than the 
rewards going to capital. The gains to labor, however, have 
been offset to some extent by higher costs of living. 

A comparison of the national income for the years 
1929, 1933 and 1934, with the sources furnishing the in- 
come, appears on the next page. (Six ciphers omitted.) 
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1929 1933 1934 
Salaries, wages...................... $51,088 $29,121 $33,109 
Entrepreneurial withdrawals 12,424 7,365 8,103 
Dividends........... . 5,963 2,042 2,307 
Interest Setsicca’ | Re 4,569 4,509 
Rents and royalties................ 3,432 950 1,065 
Cthher WCAG. «5 5.66 6550066565. 665 384 327 


Total national income......$875,576 $44,431 $49,440 


Encouraging as these figures are as pointing to a sub- 
stantial degree of recovery, they cannot be accepted without 
some reservations, for to a considerable extent they repre- 
sent the result of much artificial stimulation. But present 
indications are that the national income for the present year 
will much exceed that of last year, and that a larger part 
of it may be credited to the working of the natural forces 
of recovery. 


WHAT IS MONEY? 


HIS question is fully considered in an interesting 

article by Harvey S. Chase, appearing in subsequent 

pages of this issue of THE BANKERS MaGazInE. Mr. 
Chase deals, in the main, with the assertion now so com- 
monly made by the unthinking and uninformed, that banks 
create money out of thin air. Banks, of course, create 
nothing out of thin air; much less do they create money out 
of air or anything else. But the proof of this is left to the 
sound treatment of the subject by Mr. Chase. 

It is, however, illustrative of the loose thinking on the 
subject when any person of ordinary intelligence takes the 
view that bank deposits, representing the proceeds of loans, 
are in fact money. The banks in this country are not 
required to pay money against checks drawn on them. 
They are required to charge such checks to the depositor’s 
account, or alternatively to pay them in currency. 

The nearest approach to creating money out of thin air 
has been made, not by the banks but by the Government of 
the United States, through the “profit” accruing from the 
devaluation of the dollar and the seigniorage on coining 
silver bullion. 





Are Bank Deposits 


‘Money” 


By Harvey S. CHASE 


HAT is money? The Stand- 
ard Dictionary (1932) says: 
“Anything that serves as a 
common medium of exchange in trade, 
as coin or notes. Money is the au- 
thorized medium of exchange. In the 
legal sense property is not money, and 
money is not property; for property has 
inherent value, while money, as such, 
has but representative value and may or 
may not have intrinsic value.” 

The Modern Enclyclopedia (1933 
states: “Money. A medium of ex- 
change is any commodity (now gold or 
silver) in terms of which the values of 
other commodities are expressed; money 
consists of legally fixed units of a me- 
dium of exchange, or certificates or 
tokens representing such units. In the 
United States money consists of gold 
and silver coins, nickel and copper 
coins, and notes secured under legal 
provisions.” 

The emphasis in these definitions is 
upon the authorized nature of money— 
“legally fixed units.” Do bank-deposits, 
which are bookkeeping records of banks’ 
debts to their depositors, or borrowers, 
come under the terms of these defini- 
tions? Bank deposits are not in them- 
selves “units of a medium of exchange 
—money.” There is nothing “legally 
fixed” about bank deposits. Bank de- 
posits are not “commodities in terms of 
which the values of other commodities 
are expressed.” Bank deposits are, evi- 
dently, outside the pale of these defini- 
tions, yet one cannot pick up a treatise 
upon money or any article in a technical 
banking magazine, or listen to an econo- 
mist’s lecture or broadcast without hear- 
ing that bank deposits are money and 
the most important and most voluminous 
form of money. 

Dr. G. D. H. Cole of Oxford whose 
name stands among the highest of those 
economists who understand and write 
about money and credit, says in his ar- 


ticle “What Is Money?” in the book 
“What Everybody Wants to Know 
About Money” (Knopf, 1933): “The 
simple answer is that money is what 
buys things— purchasing power. .. 

The word money is habitually used, 
even in economic arguments, in a num- 
ber of varying senses, and a great deal 


The article on ‘Social Credit” 
by this same author which appeared 
in the June number: was highly 
commended by many readers in- 
cluding Hon. Montagu Norman, 
Governor of the Bank of England. 
These letters have encouraged Mr. 
Chase to write another article 
which follows from the first in 
which he raises the query as to 
whether or not bank deposits are 
“money.” 

Mr. Chase is a certified public 
accountant of many years’ experi- 
ence and was formerly president 
of the Massachusetts Society of 
Certified Public Accountants and 
vice-president of the American In- 
stitute of Accountants. 





of confusion arises, even among econo- 
mists, from slipping unconsciously from 
one sense to another.” 

Messrs. Woodward and Rose in “A 
Primer of Money” (McGraw-Hill, 
1932) quote Webster: “Money is any- 
thing customarily used as a medium of 
exchange and standard of value.” In 
Chapter VI of this book, in a chapter 
on “Bank Credit,” it is stated: “While 
bank credit is not money, it serves in 
the place of money (as everyone who 
has ever used a bank check knows).” 

Returning to Cole and “What Is 
Money,” the author after discussing 
“things which everyone agrees to be 
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‘money’,” namely coins, token coins, 
“other means of payment made of 
paper,” etc., says: “Bank notes, as weil 
as coins, are undoubtedly money.” He 
then considers cheques (English usage) 
saying: “A cheque is essentially an in- 
struction to a banker to pay over to 
some person a certain sum of money 
standing to the drawer’s credit at the 
bank.” After further description he 
asks the question: “Are cheques 
money?” and says “The answer must 
be that they are not.” He then gives 
his reasons (page 15) for this answer, 
and finally comes to bank deposits. 
“When I write a cheque I write it upon 
a deposit lying to my credit in my bank. 
The cheque itself is not money, but 
what about the deposit upon which it is 
drawn? . . . Bank deposits are in the most 
developed communities by far the most 
important means of payment, and those 
with the aid of which the largest and 
most important business transactions are 
habitually settled. It seems, then, that 
our definition of money must be wide 
enough to include bank deposits.” 

So Messrs. Woodward and Rose are 
in direct opposition to Dr. Cole in re- 
gard to bank-deposits (bank credits) as 
“money.” 

Dr. Ralph A. Young of Wharton 
School of Finance and Commerce of the 
University of Pennsylvania in the book 
“The New Monetary System of the 
United States” (National Industrial 
Conference Board, 1934) says on page 
41: “Treasury currency (U. S. notes, 
Federal Reserve notes, bank notes, etc.) 
constitutes only a part of our domestic 
currency supply. . . . The bulk of the 
effective supply is furnished by the com- 
mercial banks in the form of deposits 
subject to check.” His title for bank 
deposits is “deposit currency.” On 
page 43 in Chart 2, however, he dis- 
tinguishes between “money in active 
circulation” and “bank deposit cur- 
rency.” 

Thus in three notable and recent 
books by recognized experts on the 
theory of money we have three differing 
uses of the term “money.” A further 


difference may be quoted from Major 
C. H. Douglas, the originator and 
leader of the hosts of “Social Credit,” 
who says (“Warning Democracy,” page 
15), “Money is simply a ticket,” and in 
“The Control and Distribution of Pro- 
duction,” page 9, “Money is only a 
mechanism by which we deal with 
things—it has no properties except those 
we choose to give it. . . . The banks or 
the Treasury can create the money in 
five minutes and are doing it every day.” 
The Major elsewhere says “Money is 
created by strokes of bankers’ pens from 
nothing.” Owing to the specious propa- 
ganda of the social credit movement, 
this fable has been accepted by a very 
great number of people in English speak- 
ing lands. The writer has exhibited the 
fallacies underlying such statements in 
his article in THE BANKERS MAGAZINE 
for June, 1935, entitled “Social Credit. 
A Study of the New Economics.” 

Here, then, we have a fourth asser- 
tion about “what is money.” This time 
it is asseverated without qualification 
that bank deposits are money, and that 
banks “create” this money without limit 
“from nothing.” It seems in this mat- 
ter of definitions that “One pays his 
money and takes his choice!” Among 
alleged experts and pseudo experts the 
ordinary layman is hard put to it for 
decision. Bewilderment takes the place 
of understanding. 

In all these personal definitions of 
money those generally accepted in the 
world of modern economics appear to 
include bank deposits as money; some- 
times called “bank money” to distinguish 
them from “currency”—authorized coin 
and paper money; sometimes called “bank 
currency” and sometimes “bank credits.” 


Professor Chester A. Phillips of Dart- 
mouth College+Amos Tuck School of 
Finance—in his standard treatise on 
“Bank Credit” (Macmillan, 1920), in 
a chapter on “The Philosophy of Bank 
Credit” makes a marked distinction be- 
tween “primary” bank credit and “deriv- 
ative” bank credit. The first arising 
from actual currency lodged with the 
bank by a customer and the second aris- 
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ing directly from a loan to a borrower. 
It is this second form—derivative— 
originating in a bank entry of a loan 
which provides the so-called bank de- 
posit, which the economists generally 
accept as money, or bank currency. 

This statement of Professor Phillips 
is another illustration of the liability to 
error of an economist in a strictly ac- 
counting proposition. Irrespective oi 
whether a deposit-account arises from 
(1) an actual “lodging” of currency, or 
its equivalent, in the bank by a de- 
positor, or (2) from the bank’s record- 
ing its debt to the customer, whose 
promissory note it has purchased, the 
entry which sets up the so-called bank- 
deposit is simply a record of the bank’s 
liability to the customer—no more, no 
less. 

This may be realized if the note 
transaction is visualized in this way: 
Suppose the customer gives a note and 
requires cash for the full amount—cur- 
rency over the counter. The bank in 


such case will not set up a “deposit- 


account” for the reason that no debt 
has been incurred by the bank. There 
has been merely the purchase of an 
asset with cash. But suppose the cus- 
tomer now decided to return this money 
to the bank and be granted a checking 
account. He has “lodged” actual cur- 
rency with the bank and a deposit- 
account is set up—the bank’s record of 
its debt to him. This double transac- 
tion might be made on every note ne- 
gotiated but it is simpler to omit the 
paying out and the taking in of money 
and to enter the deposit-account at once. 
The bank does not “grant credit out of 
thin air”; it records its agreement to 
pay its debt to the customer by honor- 
ing his checks and paying for them out 
of its actual current assets. It is evi- 
dent, when so considered, that Professor 
Phillips’ distinction between deposits 
originated by lodgment of currency and 
those arising from note transactions has 
no validity. 

The social credit mistaken notion that 
such “deposits” are created by the 
hanker “from nothing” is based solely 


upon 


ignorance of commercial bank 
practice in Great Britain and in this 
country, namely, that the bank sets up 
on its books a record of the loan made 
to a borrower as a liability account—a 
debt owed by the bank to the borrower 
for the note of the borrower which the 
bank has purchased but has not yet paid 
for. The bank (A) agrees to pay this 
debt—the “deposit account”—by honor- 
ing checks of the borrower until the 
“deposit” is exhausted. Every check so 
honored by the bank must, however, be 
paid for by that bank either in cash over 
the counter or in funds sent to other 
banks through which the checks come to 
bank A. This settlement occurs usually 
through the clearing house and results in 
reduction of Bank A’s assets—credits at 
central bank—amounting exactly to the 
same effect for each check as if paid in 
cash over the counter. The nonsense 
of asserting “creation of money by stroke 
of the pen,” as the disciples of social 
credit do, is thus evident. The “deposit” 
is not a “creation of money,” it is a 
record of a debt of the bank to be paid 
from its assets like any other debt. 


Returning to more sensible hypotheses, 
let us consider Dr. Cole’s acceptance of 
bank deposits as money while declining 
to accept cheques as money. He says 
bank deposits “are the most important 
means of payment” and therefore should 
be included in modern money.  Evi- 
dently the dictionary’s and encyclopedia’s 
definitions of money are thereby thrown 
overboard by Dr. Cole and the more 
radical economists. Money is no longer 
“a legalized unit” of the “medium of 
exchange.” It now must include 
intangible bookkeeping records—the 
debts of the banks to customers, not 
yet paid to them but to be paid by 
honoring cheques, “which are not 
money’! It seems illogical to say that 
cheques, which are tangible and which 
actually go from hand to hand, or from 
bank to bank, and act as portions of the 
media of exchange for the time being, 
are not money but that the unpaid por- 
tions of the banks’ debts to their cus- 
tomers—the so-called deposit-accounts, 
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or bank-deposits—are money. If checks, 
for the reasons given by Cole, are not 
to be considered money then these bal- 
ances of bank debts are, for the same 
reasons, certainly not money. These 
debts are bookkeeping items, wholly in- 
tangible and offering none of the char- 
acteristics of the standard definitions of 
money, viz., they are not legally recog- 
nized; they are not governmentally au- 
thorized media of exchange, or units of 
such media; they have none of the dis- 
tinctive features of money, except that 
they serve as elements of “the most im- 
portant means of payment” in business 
transactions. 

But cheques share with deposits the 
fact of being elements of the “means 
of payment” and fit much more closely 
to the definitions of money than bank 
deposits can be shown to do. If, there- 
fore, cheques are not money, so much 
the more should “deposits” not be con- 
sidered money. 

To the writer, a certified public ac- 
countant, who necessarily looks at the 
realities of banking practice as embodied 
in bank accounting, the reasoning which 
leads Dr. Cole and economists generally 
to look upon bank deposits as money, 
is faulty in two or more particulars. 
First, economists are not usually profes- 
sional accountants and in general they 
are not trained in accounting theory and 
practice. Therefore they are misled in 
this case by asserted resemblances of 
bank deposits to available sums of money 
—legal units of the medium of ex- 
change. Second, such economists re- 
define “money” as everything which is 
an “important means of payment,” but 
immediately rule out checks, which are 
certainly “important means of pay- 
ment,” and also rule out all other similar 
means of payment—drafts, acceptances, 
trade bills, etc. The logic of such con- 
clusions is not apparent. 

On page 21 of Dr. Cole’s article 
“What Is Money” he says: “When a 
bank grants a loan or overdraft, the ef- 
fect is to create an additional supply of 
purchasing power upon which the re- 
cipient can then draw . . . the effect is 
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to increase the volume of the bank’s de- 
posits by the amount of the loan.” In 
the case of an overdraft (British cus- 
tom) he says “the addition to the volume 
of bank deposits comes into being only 
as the recipient of the overdraft actually 
uses it by drawing cheques.” This state 
ment of Dr. Cole is an illustration of 
what I mean in saying that economists 
frequently are not accountants and err 
in their descriptions of accounting prac- 
tices and necessities. Overdrafts in 
English practice never “create bank de- 
posits” which “come into being” when 
the recipient draws cheques. 

What are the facts? A bank grants 
an overdraft to a customer. By its name 
and terms, “over-draft,” it means a per- 
mitted draft over the balance of credit 
in that customer’s account. There is no 
increase of “the volume of bank de- 
posits.” There is no record of credit 
on the bank’s books as a liability to the 
customer (as there is in the case of a 
promissory note). There is a memoran- 
dum record elsewhere of the limit of 
the overdraft and the securities support- 
ing it, if any. As the cheques come in 
to the bank on account of the overdraft 
they are entered on the bank’s books as 
debits, not credits. Their sum records 
the total debit, or debt, the customer 
owes the bank at that moment. This 
sum is an asset of the bank—the debt 
owed to it by the customer. There is 
no increase of bank deposits, as Dr. Cole 
states. Such a statement is a technical 
error, due to failure to visualize the 
process of necessary bookkeeping relat- 
ing to overdraft accounts. Thus Dr. 
Cole’s further statement that “They rep- 
resent a real creation of additional 
money” (viz., additional bank deposits) 
‘““which are available for current spend- 
ing,” is in error, so far as relation to 
overdrafts is concerned. 

Such errors, caused by not “thinking 
through,” are common in economists’ de- 
scriptions of banking practices, particu 
larly by the class of so-called economists 
to which Major Douglas and his dis 
ciples belong. Untrained in banking and 
accounting necessities they assume false 
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remises and draw incorrect conclusions 
and then hold accountants and bankers 
up to public contumely, solely on mis- 
taken notions of what occurs in bank 
bookkeeping. 

Of course, the present writer does not 
include Dr. Cole in this class, but the 
fact of his error concerning overdrafts 
proves that even the most notable econo- 
mists, if lacking in technical training, 
may be ied into errors which assist in 
misleading their readers and the public. 

It behooves us, therefore, to “watch 
our step” and think through before ac- 
cepting conclusions concerning money 
and credit even if handed down from 
those high on the rolls of professors of 
economics. 

Mr. Guy W. Mallon has written a 
book, “Bankers vs. Consumers” (John 
Day Co., 1933). In this book, page 31, 
Mr. Mallon discusses money. He says: 


“The assumption that money is a com- 
modity, something to be made or pos- 


sessed, has led to dangerous confusion 
of thought and devastating economic re- 
sults. Money is not a commodity. Like 
a yard or a pound, money is a pure 
abstraction.” Mr. Mallon further says 
that money “like a yard or a pound is 
not a material reality.” What is a yard 
ora pound? “A pure abstraction,” says 
Mr. Mallon. 

Is a definite length of an alloyed metal 
staff 36 inches long, kept by government 
authority in a place of unchanging tem- 
perature as a “yard measure,” with 
which all other yard measures must be 
compared from time to time, is this “a 
pure abstraction”? Or is the government 
standard pound weight kept similarly at 
standard temperature and protected from 
losses or gains of weight through cxida- 
tion or otherwise, “a pure abstraction’’? 
Both are actual, tangible, measurable 
realities. Each has length, breadth and 
thickness. The “pure abstraction” is 
wholly in Mr. Mallon’s misunderstand- 
ing. 

Similarly the unit of money, like the 
unit of length or weight is based upon 
a specific material thing, authorized by 


the government of an independent na- 
tion. A dollar is not a pure abstraction, 
neither is a yard or a pound. A 
dollar is a unit of money authorized by 
legislative enactment of the United 
States Government. It formerly con- 
sisted of twenty-three and a fraction 
grains of gold nine-tenths fine, now fif- 
teen and a fraction of such grains. A 
“pure abstraction” cannot be tied to a 
specific weight of a specific metal nine- 
tenths fine! 

Mr. Mallon on page 35 says: “Money 
is a detached bookkeeping entry.” If 
Mr. Mallon should try to pass a “de- 
tached” loose-leaf from his ledger with 
a “bookkeeping entry” upon it as money, 
he, or at least others, might be led to 
doubt the accuracy of his phrase! Here 
appears that same old absurdity which 
social credit originated—or at least 
propagated—the “‘creation of money by 
bankers’ strokes of the pen.” 

It is discouraging to find Mr. Mallon 
accepting the Douglas hypothesis and 
quoting from one of Douglas’ principal 
disciples, Mr. C. M. Hattersley, “A 
financial system which allows banks to 
create money by granting credit is fatally 
defective in the matter of security and 
dangerous in other ways.” 

What do Mr. Mallon and others pro- 
pose in place of the present methods of 
providing banking credit; furnishing cur- 
rency locally when needed; determining 
the solvency and business ability of those 
applying for loans; deciding upon the 
probable future values of securities 
offered as collateral for loans, etc.? Such 
activities are now carried on by the man- 
agers and directors of thousands of local 
banks scattered over the country. Mr. 
Mallon suggests “two propositions as 
worthy of consideration in this time of 
crisis: First, the assertion by the Na- 
tional Government of its constitutional 
exclusive power to issue money and 
regulate the value thereof.” That is to 
say in Mr. Mallon’s definition of money 
to issue “pure abstractions” and regulate 
the value thereof. “Second, the National 
Consumers’ Dividend.” This proposi- 
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tion is adopted directly from Major 
Douglas’ proposa!s. Concerning _ this 
proposition I refer readers to the critical 
article on Social Credit in THE BANK- 
ERS MAGAZINE for June. 


CHECKS AS MONEY 


We should not leave this subject with: 
out further consideration of the argu- 
ments in favor of asserting that checks 
are money if any bank transactions other 
than currency are to be declared money. 
What are the practical reasons whereby 
many bankers look upon their “deposit 
accounts” as representing contingent 
money, or “bank money”? Consider the 
issue of checks by the bank’s customers 
daily. Some of these checks reach the 
bank (A) immediately and are paid in 
cash over the counter but the great ma- 
jority of checks are sent to creditors of 
the customers and are deposited by these 
creditors in their own banks. In due 
time through clearing-house settlements 
these checks appear at Bank A, are paid 
to the sending banks as previously de- 
scribed, canceled and delivered to the 
respective customers who drew them. 
Visualizing this process it is evident that 
no bank and no banker can know how 
many or what values of checks are being 
issued by the borrowers at any moment 
or during any day. Such checks, afloat 
that day together with prior ones not 
yet at Bank A, form the true media of 
exchange for that day, but the bank can- 
not estimate them. It is impossible tc 
estimate them, for some are on the way 
to California, the Philippines or foreign 
countries and will not turn up at Bank 
A for days or weeks. Therefore, and 
this is the nub of the whole matter of 
considering bank deposits as money, the 
only means of ascertaining approximately 
the totals of checks drawn daily against 
each bank is a comparison by the bank 
of the sum of all the balances of cus. 
tomers’ deposits at the close of business, 
with the corresponding sum of balances 
the day previous or the. week previous or 


the year before. Such comparisons, to- 
gether with totals of all checks “cleared” 
that day provide the nearest approach 
to knowledge of how business and bank- 
ing activities are moving, whether in- 
creasing or decreasing, and thereby con- 
stitute one of the elements which bank- 
ers must take into consideration in 
deciding what actions the bank shall 
enter into or refrain from entering. 

As the actual total of floating checks 
cannot be known, these approximations 
are the best that can be had and there- 
fore these totals of bank deposits have 
come to be considered not merely as 
bank debts to borrowers or primary de- 
positors; not even as customers’ credits 
merely but as money, bank money, bank 
currency or whatever term appeals to the 
individual banker or economist. 

Unless the reasoning and the illustra- 
tions given herein are invalid it must be 
concluded that bank deposits, as such, 
are not “money.” It is a perversion of 
the accepted definitions of money (which 
extend back for generations) to assert 
that deposits, per se, are measures of the 
medium cf exchange—money. 
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SECURITY FOR THE GOOSE AND THE 
GANDER 


A FULL-BLOODED Pima Indian out in Ari- 
zona needed some cash, so he went to a 
banker and asked about a loan. 

“How much do you _ need?” 
banker. 

“Me want $200.” 

“For how long?” 

“Maybe two week; maybe two month.” 

“And what security have you?” 

“Me got 200 horses.” 

This seemed sufficient 
loan was made. 

A short time afterward the Indian came 
into the bank with $2200 cash, paid off the 
note, and started to leave with the best of 
his roll. 

“Why not let us take care of that money 
for you?” asked the banker. 

The old. Indian’s mind flew back to the 
day when he wanted $200 and, looking the 
banker straight in the eyes, he solemnly 
asked, “How many horses you got?” 


—The Kablegram. 
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Our Vanishing Credit Position 


By Basit C. Ropes 


HE much discussed creditor posi- 

tion of the United States has at- 

tained tremendous changes in the 
past five years. Our portfolio of foreign 
investments, which exceeded $9,000,- 
000,000, as originally floated in the 
United States, is at present less than 
$5,000,000,000 actually held by Ameri- 
can investors. Of this amount a large 
portion remains in default, upon which 
no return is realized. A good part is in 
securities of our next-door neighbor, 
Canada. To many investors, Canadian 
securities are not “foreign” securities. 
The amount which is actually serviced 
in full and held by the American in- 
vestor is only a portion of the total 
amount of bonds originally outstanding. 
Less than 50 per cent. of the debt owed 


by European countries and less than 30 
per cent. of that due by Latin-American 
nations is today serviced in full. 


Foreign countries, and particularly the 
European nations, have rapidly re- 
patriated or retired their dollar obliga- 
tions. Today, despite the fact that sev- 
eral nations have been unable to service 
their dollar bonds regularly, they con- 
tinue to utilize funds to purchase these 
bonds in the United States at low prices. 
Thus, Germany has continued the mora- 
torium on its dollar bonds for another 
year, but no alterations were announced 
regarding arrangements for the retire- 
ment of bonds. German authorities have 
always provided foreign exchange for 
the purchase of German bonds in New 
York at low prices. It is not a secret 
that practically the only market existing 
today for these bonds is provided by the 
purchase of the bonds by their respec- 
tive debtors and German nationals. Like- 
wise, it has been reported that Chile has 
already put into effect its proposed plan 
by making purchases of its dollar bonds, 
notwithstanding the fact that the bond- 


holders have declined to accept the pro- 
posals as unfair and inadequate. 

A large amount of foreign dollar 
bonds were thrown in default as the 
world crisis progressed from nation to 
nation and the business depression played 
havoc with the finances of a great many 
nations in the past four years. This 





The author of this article is sta- 
tistician for the Columbian Bond- 
holders Committees, comprised of 
the Bondholders Committee for the 
Republic of Columbia and the In- 
dependent Bondholders Committee 
for the Republic of Columbia. He 
has recently returned from making 
an extensive survey of the economic 
and financial situation in Columbia 
preliminary to the forthcoming ne- 
gotiations for the settlement of the 
Columbian external debts. Mr. 
Rodes was previously connected 
with the Standard Statistics Com- 
pany where he was in charge of 
their Foreign Securities Depart- 
ment. He is a frequent contributor 
to this and other periodicals on the 
general subject of foreign invest- 
ments. 





unsatisfactory situation finds its origin 
in the serious drop in commodity prices 
and the consequent loss in international 
trade. World trade in 1932. was less 
than 40 per cent. of what it was in 
1929. The loss for some countries was 
even more pronounced. Under high 
tariff walls, restrictions upon imports and 
imposition of quota systems, and the 
adoption of foreign exchange regulations, 
the flow of international trade has been 
strangulated, despite the fact that some 
recovery has been witnessed in the past 
few months. 
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Practically all the defaults in foreign 
dollar bonds have originally resulted 
from shortage of gold and foreign ex- 
change, as debtor nations have been un- 
able to command sufficient foreign cur- 
rencies to make transfers and payments 
abroad, although the shortage of funds 
in many instances has also been respon- 
sible for the suspension of debt service 
payments. Under prevailing conditions 
in international trade, even the ability 
to produce an export surplus is not al- 
ways a sufficient guarantee to the debtor 
nation to command foreign exchange, in- 
asmuch as foreign exchange restrictions 
and other regulations upon foreign trans- 
fers and foreign payments prevent full 
realization of the benefits of an export 
trade balance. 


Unlike the situation inherent ‘n the 
payment of internal debts which involves 
the transfer of funds only within the 
mechanism of local finances in national 
currency, the payment of service charges 
upon foreign debts involves, in addition, 
the transfer of funds from the debtor to 
the creditor country. To accomplish such 
transfers, a nation must produce what 
is known as an export surplus in its in- 
ternational dealings, or it must possess 
a large amount of gold reserves which 
can be exported and create foreign bal- 
ances in order to be in position to effect 
payments among its foreign creditors. To 
yield an export surplus, a nation must 
be able to sell abroad more than it buys 
from other countries in the course of the 
year. The employment of the method 
of gold reserves at best can be applied 
only through a transitory period. Also, 
borrowing fresh funds abroad to meet 
existing debts is inadequate and danger- 
ous, as the post-crisis period has conclu- 
sively demonstrated. In the final analysis, 
an export surplus in international deal- 
ings must be realized in order to make 
possible foreign transfers and payments 
upon foreign debts. If the gold pro- 
duction of a nation is sufficient to re- 
plenish regularly gold reserves, foreign 
payments can be facilitated. 

Our foreign investments were con- 
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tracted during a period which, in the 
light of present-day conditions, appears 
to have been an epoch of inflated prices 
for commodities and values. Our port- 
folio of foreign investments was ac- 
quired by the flotation of dollar bonds 
in the United States between the years 
1920 and 1930, when the price level 
was 100 adjusted as of 1926. Today, 
despite some improvement in the price 
level, commodity prices remain at about 
79, as reported by the Bureau of Labor 
Statistics. The low point was reached 
in 1932 when the index number touched 
62.6. Under the pressure of liquidation 
and restricted international trade, owing 
to the inability of various nations to 
negotiate new loans to bolster their 
economy, which prior to the crisis was 
sustained by fresh borrowing, the mech- 
anism of international finance collapsed. 
With the collapse, the ability of debtor 
nations to meet foreign debts was 
seriously impaired. Various nations were 
unable to meet the exigencies of circum- 
stance, and suspension of payments upon 
foreign debts followed. . 

This situation is recognized by the 
American investor, but foreign debtors 
have not always shown equity in deal- 
ing with their creditors. Various na- 
tions, while pleading inability to meet 
service charges upon their foreign obliga- 
tions, have approved, at some time or 
other, methods whereby foreign ex- 
change was provided for the purchase 
of their dollar bonds at low prices; low 
prices caused by the suspension of pay- 
ments. Many methods have been de- 
vised to circumvent what on the surface 
appears to have been a condition of 
shortage of foreign exchange. While, 
ofhcially, foreign exchange transfers have 
been prohibited, foreign exchange was 
made available (and it is still provided) 
for the purchase of bonds and retire- 
ment of the respective obligations. 


UNIQUE METHODS OF REPATRIATION 


Among the early methods evolved was 
that of Germany, in which the tender’ 


of German dollar bonds, issued 


ing 
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originally in the United States, would 
be accepted in part payment for exports 
in what was known as “supplementary 
export procedure.” While inability to 
provide foreign exchange to meet matur- 
ing coupons upon dollar bonds was pro- 
claimed, foreign exchange was utilized 
for the purchase of German dollar bonds 
in New York. Today, although the re- 
acquirement of German dollar bonds has 
been slowed down, it continues to be 
the policy of the German government 
to allow retirement of the debt by pur- 
chases in the open market while con- 
tinuing the moratorium of cash payments 
upon maturing coupons. For the year 
beginning July 1, 1935, 3 per cent. cer- 
tificates, maturing in 1946, are to be 
issued to the holders of the German dol- 
lar bonds. 

Germany is not the only country 
which has adopted various methods for 
the repatriation and retirement of its 
foreign bonds. Various other European 
nations are discharging currently matur- 
ing coupons by paying a small portion 
of the amount due the American in- 
vestors, while meeting in full in their 
own currencies coupons presented at 
home. Needless to add, these methods 
have accelerated the repatriation of dol- 
lar bonds. Similar methods have been 
adopted by Latin-American countries 
and several million of these securities 
have found their way into the treasuries 
of the various governments or are held 
by their respective nationals. The 
Colombian and Chilean governments 
hold several million of their own dollar 
bonds, acquired directly or indirectly in 
New York at low prices. A good por- 
tion of the Uruguayan dollar bonds are 
now held by nationals of that country; 
while Brazilian states and municipalities 
hold a portion of their dollar bonds. 

HEAVY REPATRIATION NOTED 

The repatriation of dollar bonds is 
not an innovation. After conditions 
Were readjusted in Europe and business 
improved with the reconstruction period 
after the war, European investors began 
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Bankers are Buying 
FEDERAL INTERMEDIATE : 


CREDIT BANK 
Collateral Trust Debentures 


Because these debentures are exceed- 
ingly liquid, issued in short term 
maturities, from 3 to 12 months. 


The capital of the issuing banks was 
paid in by the United States Govern- 
ment. 


Exempt from all taxes—Federal, State 
and Municipal, yield a slightly higher 
return than short term Government 
securities, 


Eligible up to 6 months’ maturity for 
purchase by the Federal Reserve banks, 
and as collateral for 15 day loans to 
member banks, and for investment 
by Savings Banks in the State of 
New York. 


Under an Act of Congress all twelve 
Federal Intermediate Credit Banks 
are liable for each other’s debentures. 


+x Further information and circulars can be 
obtained through your dealer or 


Cuartes R. DUNN, Fiscal Agent 
For the Federal Intermediate Credit Banks 


31 Nassau Street New York City 
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to repurchase their own _ securities 
originally floated in the United States 
At the end of 1932, out of a total of 
$7,130,000,000 foreign bonds originally 
outstanding in the United States, the 
Department of Commerce reported that 
more than $1,000,000,000 was held by 
foreign investors. The repatriation move- 
ment was accelerated in the past four 
years, when these bonds were selling at 
low prices. Foreign nations are naturally 
entitled to the privilege of repurchasing 
their own securities, but when foreign 
exchange is denied and suspension of 
service charges is adopted, the repatria- 
tion of the respective securities is not 
fair to the bondholders. 

Partly under the repatriation move- 
ment, conversion offers, and various 
other methods adopted by _ several 
foreign countries for the reduction of 
their external obligations, it is stagger- 
ing to find the extent to which foreign 
dollar bonds have been repatriated or 
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retired. The sad part of it is, that while 
the American investors purchased these 
bonds at full values, they have been re- 
purchased by foreign interests at only 
a portion of the original cost. 


HEAVY REPATRIATION IN EUROPEAN 
SECURITIES 


The inroads made in our foreign in- 
vestments are revealed by a few instances 
which have come to light from time te 
time. For instance, when the Belgian 
government offered a new amortization 
scheme in 1933, and invited the holders 
of the Belgian dollar bonds to have these 
bonds stamped at the National Bank of 
Belgium, under conditions with which it 
was impossible for the American investor 
to comply, more than $100,000,000 out 
of the $150,000,000 then outstanding 
was presented, indicating that the 
stamped bonds were held by other than 
American investors. 

A similar situation prevails with re- 


gard to the ownership of the French 


dollar bonds. The same is true of the 
Scandinavian countries’ dollar bonds. A 
large portion of the Polish and Czecho- 
slovakian bonds have been repatriated, 
while Italian investors also hold a good 
portion of their own dollar bonds. 
Japanese nationals, too, have made heavy 
purchase of the Japanese dollar bonds 
in New York in the past three years. 
European investors are known to have 
reached for the better grade of Latin- 
American dollar bonds, and a large 
amount of the Argentine securities are 
held by British and continental investors. 
Approximately $450,000,000 of Euro- 
pean securities were repatriated in the 
past four years through conversion offers 
of the various governments. 

It has been estimated that the amount 
of German dollar bonds held at present 
by the American investors does not ex- 
ceed $500,000,000. There were origi- 
nally floated in the United States ap- 
proximately $1,500,000,000 nominal 
amount of those securities, and the 


amount outstanding at the end of 1931 
was given as $1,240,000,000. Colombia 
has acquired about $25,000,000 of its 
dollar bonds, and Chile about $17,000,- 
000 during the period in which suspen- 
sion of payments remained in force. 
Prior to the adoption of the Brazilian 
debt plan, Rio Grande do Sul, for ex- 
ample, had repurchased $6,000,000 of 
its dollar bonds, and Porto Alegra $1,- 
700,000. Of the total amount of $10, 
500,000 of the City of Montevideo 
bonds, about $3,850,000 is believed to 
be held in Uruguay. 


BONDS NOW OUTSTANDING 


Giving effect to the various retire- 
ments, repatriation and repurchase of 
foreign dollar bonds, the amount of 
bonds at present actually outstanding in 
comparison with 1931 is estimated to 


be as follows: 


Actually 
outstanding 
at present 
$1,771,000,000 

500,000,000 


Outstanding 
end of 1931 
$1,856,000,000 
1,240,000,000 


Canada 
Germany 
Other European 
countries 
Latin-American 
Far East and 
Japan 
Australia 


2,004,300,000 
1,731,400,000 


750,090.000 
1, 400,000,000 


654,200,000 
265,000,000 


315,000,000 
220,000,000 


$4,956,000,000 


Total $7,750,900,000 

Of the total amount of bonds nomi- 
nally outstanding, approximately $1,- 
700,000,000 are only partially serviced, 
either in the form of small cash distribu- 
tions or by the issuance of scrip to the 
bondholders. Partial payments vary from 
20 per cent. to 50 per cent. of the in- 
terest due upon the bonds. The amount 
of bonds remaining in complete default 
is estimated to be approximately $750, 
000,000. Fortunately, it is gratifying to 
note that foreign governments have 
slowly but conclusively taken steps in the 
past few months to resume payments 
upon their dollar obligations. It is hoped 
that in the course of the present year a 
great many foreign countries will have 
reached agreements with the bondhold- 
ers for the regulation of their foreign 
obligations. 





The Problems of Commercial Banking 


By Guy EMERSON 
Vice-President, Bankers Trust Company, New York 


HAT is the future of commer- 

cial banking? In what type of 

assets shall the funds of com- 
mercial banks be invested? For years, 
the relative proportion of short-term, 
self-liquidating paper to total earning as- 
sets has been declining for the commer- 
cial banking system as a whole. Gov- 
ernor Eccles has stated that at the pres- 
ent time eligible paper, as that term is 
used in the Federal Reserve Act, con- 
stitutes less than 8 per cent. of the loans 
and investments of commercial banks, 
that the amount of such paper is at pres- 
ent only about $2 billion (compared 
with total deposits of some $40 billion), 
and that even in 1929 it was only $4 
billion. 

Does this mean that commercial banks 
must rely more and more upon long-term 
capital loans to businesses and upon real 
estate mortgage loans? 

LIQUIDITY OF COMMERCIAL BANKS 

If the answer to the above question is 
yes,” how can the problem of liquidity 
be met? Will deposit insurance prevent 
rapid shrinkage in deposits and thus en- 
able the commercial banks safely to rely 
more and more upon long-term assets? 
Or, should there be a segregation of com- 
mercial and savings deposits in the same 
institution, with a separation of the as- 
sets lying behind each? Or, should sav- 
ings banking be conducted in different 
institutions, such, for example, as a group 
of mortgage banks? 

It is easy enough to say that the com- 
mercial and savings business should be 
carried on in_ separate institutions. 
Would it not be fair to say, however, 
viewing the banking structure in the 
country as a whole, that in the smaller 
communities these functions cannot be 
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separated in any sudden way because 
there is not sufficient commercial busi- 
ness to support separate commercial 
banks? Here is a fundamental problem 
which has different angles in various sec- 
tions of the country, and which has been 
differently handled by experienced bank- 
ers in other countries. In my opinion it 
is not a matter for immediate legislation 
but rather one for study and education 
on the part of the bankers themselves. 


GOVERNMENT COMPETITION 


During recent years commercial banks 
have been subjected to increasing com- 
petition, from postal savings banks, on 
the one hand, and from Government 
lending institutions on the other. Al- 
though a large share of the funds of 
these lending agencies was used to assist 
debtors, it is also true that the lending 
organizations have come into competi- 
tion with commercial banks in certain in- 
stances. The bankers may be of ma- 
terial assistance to themselves if they 
will survey the activities of these agencies 
in their respective territories, and deter- 
mine the extent to which the business 
now going to governmental organiza- 
tions can be salvaged for the commercial 


banks. 
THE SMALL BANK 


There exists the problem of the small 
bank. I think it would be generally ad- 
mitted that a very substantial number 
of the 15,000 commercial banks now do- 
ing business are not in a position to earn 
any money over a period of years. On 
the other hand, the people of this vast 
country need local banking service. How 
is this need to be supplied without es- 
tablishing banks too small to make a 
profit? Is branch banking the answer? 

The unit bank has played an im- 
portant part in the development of th 
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country. The local banker, familiar 
with community needs, is a powerful as- 
set in community progress. The records 
show, however, that thousands of such 
banks, for a variety of reasons, were 
forced to close their doors. Experience 
also shows that branch banks often can 
operate at a lower cost than unit banks 
and can survive in communities which 
cannot support a unit bank. | It is quite 
possible, therefore, that we may come to 
the conclusion that the banking system 
can render to the people the service they 
require only through branch banking; 
it may also appear that the gradual ex- 
tension of branch banking is in no way 
opposed to the permanent and success- 
ful operation of unit banks. In the last 
analysis, this matter will be determined, 
not on the basis of what individual bank- 
ers want, but according to the best in 
terests of the people as a whole. This 
matter has been discussed in this coun- 
try for one hundred years. Surely, after 
our recent tragic experiences, we should 


be able to get together as bankers and 
adopt a program which will be in the 
public interest, and upon which the 
great majority of bankers can unite. 


UNIFIED BANKING SYSTEM 


No one will deny that our diverse sys- 
tem of bank incorporation and regula- 
tion was a potent cause of bank failures 
during the past fifteen years. Competi- 
tion led to the establishment of a large 
number of uneconomic banks, and to a 
progressive broadening of the field of 
commercial banking operations. There 
is evidence in certain states that this 
competition has been reopened, at the 
very time when it should be apparent 
that we need higher and more rigid in- 
corporation, examination and supervision 
requirements. Whether all banks should 
be forced into the Federal Reserve Sys- 
tem is a disputed question, but some 
method of raising banking standards 
must be found by the bankers, in self- 
defense. 

It is my view that ultimately we must 
have some form of uniform standards 


if we are to have sound banking. This 
seems to me beyond argument. On the 
other hand, I am not in favor of forcing 
several thousand small banks to join the 
Federal Reserve System at an early date. 
I agree with certain spokesmen for the 
small, non-member state banks that the 
most that should be attempted at present 
is to require banks with deposits in ex- 
cess of, say, $1,000,000 to join the Fed- 
eral Reserve System. This would leave 
6701 insured commercial banks outside 
the Reserve System, with aggregate de- 
posits of a little less than two billion 
dollars. 

The minimum capital required for 
Federal Reserve System membership in- 
troduces considerable difficulties for 
many smaller banks. Where could such 
banks turn in their communities, at pres: 
ent, to get the additional capital re- 
quired? It would seem that their policy 
during the next few years must be to co- 
operate with the Federal Deposit Insur- 
ance Corporation, which can in a sym- 
pathetic and intelligent manner show 
the individual banks specific ways in 
which to strengthen their positions and 
thus gradually to qualify for member- 
ship in the Reserve System. Chairman 
Crowley of the FDIC is second to no 
man in the country in his deep desire 
to bring about a sound banking struc- 
ture, and I know that all the facilities 
of this agency are at the disposal of 
bankers in working out their individual 
local problems. It should be noted that 
only about 1031 commercial banks in the 
country, with aggregate deposits of 
about $560,000,000, are now outside the 
Deposit Insurance System. 


PROFESSIONAL STANDARDS FOR BANKERS 


I believe there is a growing convic’ 
tion among bankers that we shall never 
have a sound banking system until the 
bankers undertake to police their profes’ 
sion, as the doctors and the lawyers have 
done. It is just as indefensible to per 
mit men with no banking experience to 
be entrusted with handling other peo- 
ple’s money as it would be to permit a 
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man to practice medicine without the 
most careful training. I am not pre- 
pared to say offhand just what kind of 
examination should be required before 
a man could become an officer of a bank, 
but I do believe there is a job to be done 
and that the bankers must do it. I be- 
lieve that if we undertake this job we 
can raise the standards of banking in this 
country to a point where most of the 
failures and bad practices which have 
been a blot upon our business will be 
permanently eliminated. 

If we could pursue this course to its 
logical conclusion and develop  sufh- 
ciently high standards of banking ability, 
at least three-quarters of our banking 
problems would be automatically solved 
and three-quarters of our existing bank- 
ing legislation and regulation could be 
done away with. Whatever differences 
of opinion there may be with regard to 
the British banking system, it has with- 
stood the crisis of the last few years, and 
the standards of British banking are un- 
questionably high. It is also true that 
in England there is a negligible amount 
of legislation and the 
banking field. 


As Joseph Conrad said, “It’s not the 
ships, but the men.” Obviously, we can- 
not create good bankers by law. High 
standards and ability are human elements 
which can be developed only through 
experience, and through the fostering of 
a morale among a group of men working 
together in a common cause. The best 


people to do this are the bankers them- 
selves. 


regulation in 


In my judgment three conclusions fol- 


New York City 


low from this recital of the conditions 
in the field of commercial banking: 
First—the banking system today, in spite 
of all the legislation to which it has been 
subjected, still has problems which de- 
mand solution. The system must be 
improved. Second—this improvement 
should come internally through the best 
efforts of the bankers themselves, work- 
ing together with governmental officials. 
If the bankers do not co-operate, it will 
come as the result of legislation imposed 
from the outside, over the protests of 
the bankers. Third—if we are to have 
further improvement in the banking 
structure we must have more exact in- 
formation about that system and about 
its operations over a period of years. 


la 
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HARD-OF-HEARING CASHIER 
EGGED ON 


MINNEAPOLIS claims the best banker 


story of the month. 

It is told about a slightly deaf bank 
cashier in Kittson County, who got him- 
self in bad for the rest of his life. 

An elderly woman who is treasurer 
of the local ladies’ aid society came in 
the other day to deposit the organiza- 
tion’s funds. She handed the money 


cover to the hard-of-hearing cashier with 


the remark that it was “the aid money.” 
In a way, you can’t blame the cashier. 
He thought she said it was “egg money” 
and remarked, by the way of pleasant 
conversation, as cashiers sometimes will, 
that “the old hens are certainly doing 
well these days."—The Savings Banker. 
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, aoe never, and banks 
seldom, give thoughi to the effi- 
ciency with which checks are 
collected and accounted for 
through the highly developed 
system which characterizes the 
mechanical features of American 
Banking methods. 


The country-wide average cost 
of less than three cents per item 
is an achievement not equaled 
by any other business or govern- 
mental agency. 


We take pride in the daily 
contribution which this bank 
makes to this indispensable pub- 
lic service. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS . . . - - $30,000,000 


rena retnensienial 





The Philosophy of the Federal Reserve Act 


By JEAN ANDERSON 


T is unfortunate that the Federal Re- 

serve System was established under 

the abnormal conditions created. by 
the World War. Before it had passed 
through the first stages of initial develop- 
ment the system was called upon as a 
fiscal agent of the Government and as 
an independent organization to perform 
duties and serve the Government to an 
extent never contemplated. 

These abnormal conditions and these 
abnormal activities caused by war's 
necessities not only prevented the sys- 
tem from being developed along the nor- 
mal lines contemplated by the framers 
of the law, but contributed toward a 
misconception of the system by the gen- 
eral public and even so beclouded the 
judgment and obscured the vision of the 


banking fraternity that many of them 
seemed to have forgotten the original 
philosophy of the law, the purposes for 
which this system was set up and the 
part it was intended to play in the field 


of finance and credit. The conditions, 
together with mistakes in the administra- 
tion of the system, the widespread belief 
among many country bankers that there 
had been maladministration, together 
with the propaganda of a group of bank- 
ers who constituted themselves the 
guardians of the system, who notwith- 
standing the fact that their theories were 
rejected by Congress in the initial law 
and who denounced the philosophy of 
the original act now seek by interpreta- 
tion and administration to mold the sys- 
tem to their rejected views and have it 
function in a way that is sure to breed 
distrust and create a lack of confidence. 


FUNDAMENTAL THEORY OF GOVERNMENT 


I am one of those who believe that 
the best way to meet many of the per- 
Nicious theories that threaten to destroy 
our free institutions is to restate the 
fundamental theory of our representa- 


tive government and again and again 
thunder into the ears of the electors the 
great truth that there can be no liberty 
without restraint, that liberty is not 
license and that government by law and 
not by men is the only hope that free 
men have. 

So, by the same line 
think the best way to strengthen the 
Federal Reserve System and protect it 
against perversion is to restate at every 
opportunity the purpose for which it 
was created and the service that it was 
intended it should render the credit mer- 
chants as servants of commerce, indus- 
try and agriculture. 

These things can best be restated and 
again brought to the mind by recalling 
the evils that were intended to be de- 
stroyed and the faults that were obvious 
and restrictive in our system at the time 
it was created. 


of reasoning I 


It is easy for the swivel-chair philoso- 
pher to spin attractive theories of 
finance and credit, and many such 
philosophers have spun many beautiful 
theories which have not only justified 
the salaries that they have received, but 
also have acted as a relaxation by way 
of light reading for practical men who 
play the music of. life more often by ear 
than by note. Practical men frequently 
recognize the effects of certain acts or 
conditions without being able to state 
the formulas which produced the facts 
and out of which the conditions grew. 


RESERVE REQUIREMENTS 


One of the outstanding facts which 
was recognized by the bankers and law- 
makers prior to the creation of the Fed- 
eral Reserve System was that our system 
of maintaining and handling reserves 
was faulty and led to periodical disaster. 
Not only did we have pyramiding of 
reserves and congestion in the central 
reserve cities, but the system was such 
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that there were times when the reserves 
were not available to meet the very con- 
ditions and render the identical service 
for which reserves were presumed to be 
maintained. 

So the thing involved in the philosophy 
of the Federal Reserve System was a 
complete revision of reserve require- 
ments and the creation of reserve reser- 
voirs not only readily but surely avail- 
able for the purposes for which they 
were intended. 


REDISCOUNTS AND THE CURRENCY 
SUPPLY 


Another condition that existed was 
that under which the banks procured ad- 
ditional funds in time of need by way 
of rediscount or loans from their cor- 
respondents. Too often at the time when 
the banks needed the service most the 
very conditions that created the ab- 
normal need prevented the institutions 
upon which they depended from meet- 
ing those needs. In addition thereto the 


volume of currency was rigid and in- 


flexible to the extent that it could not 
contract and expand to meet the ebb and 
flow of the tide of commerce, industry 
and agriculture. At the time of great 
need and demands, arising from the pro- 
duction and the marketing of such basic 
commodities as cotton and wheat, the 
rigid restriction of the law and the slow- 
ness by which permissible expansion of 
currency could be made, produced not 
only an intolerable condition but one 
fraught with danger to the whole coun- 
try. Another major purpose within the 
philosophy of the Federal Reserve law 
was the creation of a rediscount market 
to which the banks could go in time of 
need, being sure of service to the extent 
necessary to meet the requirements of 
the actual value represented by their 
paper. 

However much men may differ in 
theory and regardless of the fundamental 
principles underlying, the concepts that 
I have mentioned, while not represent- 
ing all, were the major concepts that 
were in the minds of all when the law 
was written that created the Federal 


Reserve System. The system is but the 
machinery which the law sets up to carry 
out the original purposes. 

In designing this machinery there was 
a conflict between two theories. There 
were in this country many eminent 
financiers and banking philosophers who 
were entitled to great credit for their 
studies and their mastery of the system 
that existed in other countries, but after 
all their chief distinction was due to 
their belief that the centralized banking 
systems of Europe were ideal and that 
the only safe course to pursue was to 
follow in their footsteps and pattern our 
finance and credit machinery after theirs. 
These men sincerely and with great 
force advocated a strong centralized ma- 
chinery that would in reality be a cen- 
tral bank scheme, however much it might 
be disguised, with the independence of 
the member banks throughout the coun- 
try practically destroyed by becoming 
nothing more than mere servile branches 
of the central authority or institution. 
There was another school of thought 
which believed that it was possible to 
have all the virtues of centralization by 
having a centralized general supervisory 
control that served rather than dictated 
to the members who were left with their 
independence unimpaired. They recog: 
nized that the conditions were different 
in this country from those existing in 
the European countries. In each of the 
European countries the smallness of the 
territory, the habits and thoughts of the 
people, and the complete unification and 
centralization of their economic, indus- 
trial and political life made the central 
bank idea with branches seem ideal not 
only in theory but inasmuch as their 
lives had been developed along those 
lines from a practical viewpoint, the cen- 
tralized system seemed best for them. 
But, in this great new country with 
many different areas representing not 
only different geographical units but di 
visions of economic and industrial con- 
ditions, we had naturally developed a 
banking system whose chief distinction 
was the independence of its units. The 
service that these different units render 
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are not only as dissimilar as the products 
and the industries of the different sec- 
tions are dissimilar, but the viewpoint, 
the habits, and the customs are as dif- 
ferent as the seasonal requirements. So 
with these facts in view the central bank 
scheme was discarded and the regional 
scheme was accepted with only such cen- 
tralized authority as was necessary to 
guide the common thought and act as a 
connective link between the different 
parts, co-operation and not centraliza- 
tion being the chief factor underlying 
the whole structure. 

The advocates of the central bank 





theory did not abandon their efforts, but 
even after the regional plan with twelve 
independent districts was fixed, they 
sought to effect a centralization by giv- 
ing the Federal Reserve Board certain 
powers that went beyond the supervi- 
sion along general lines of common 
policies and interests. Among other 
things it was sought to give the Federal 
Reserve Board the power to initiate and 
fix the discount rates and in addition 
thereto the socialistic power to fix these 
rates with a view of controlling all lines 
of business under the specious plea of 
stabilization. As a matter of fact, such 


to serve you better 


The Bell System’s 24 operating telephone companies 


enjoy the benefit of the centralized research and 
advisory staffs of American Telephone & Telegraph 
Company and Bell Telephone Laboratories. They also 


benefit through centralized manufacturing and pur- 
chasing by Western Electric—another Bell System 
unit—whose prices reflect the savings of large scale 





operation. All this leads to lower costs for each 
company —and better telephone service for you. 


Bell Telephone System 
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a scheme would have been not only 
socialistic and vicious, but instead of 
promoting stabilization would have had 
an opposite effect. This was strikingly 
illustrated by the anxiety, confusion and 
uncertainties that surrounded the meet- 
ing of the Federal Reserve officials at 
Washington several years ago. Many 
bankers and business men had been led 
by obvious reasons to believe that the 
Federal Reserve Board possessed and 
was exercising the power to fix these 
rates, and the suggestion that the board 
contemplated raising the rates was used 
as a club to beat down prices and check 
activities in certain lines for several 
days. It was the philosophy of the law 
that the directors and managing officers 
of the Federal Reserve banks and their 
member banks would be better ac- 
quainted with the actual needs of their 
own territory and would be better quali- 
fied to determine whether or not any 
particular demand represents speculative 
activities or healthy expansion. However 


beautiful the socialistic theory that a 


group of government bureaucrats at 
Washington can survey the entire field 
of American business and sitting in the 
seclusion of their official watch-tower 
accurately determine from day to day 
the credit needs of each section of the 
country and dole out to them credit 
in arbitrary amounts, in actual practice 
such a scheme is unworkable and is sure 
to cause confusion. The philosophy of 
the Federal Reserve Act is that the sys- 
tem and its officials should be the servant 
and not the master of the member banks 
and of those who depend upon the mem- 
ber banks for their supply of credit. 
Those in charge of member banks are as 
a rule conservative, and certainly their 
intimate knowledge of the credit needs 
of their respective communities can be 
more safely relied upon than the theo- 
retical judgment of some government 
board sitting at a distance. The officers 
and directors of each Federal Reserve 
bank are presumed to be intelligent and 
capable and their opportunity for weigh- 
ing the judgment of the member banks 
and confining advances to legitimate 
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credits having an actual existing value 
back of them is a safer basis for deter- 
mining the rediscount rate than any 
other authority. Large volume alone 
does not indicate inflation, but a large 
volume of credit having back of it actual 
existing values indicates the healthy and 
legitimate expansion of business that 
should be served and aided instead of 
having the arbitrary rule of restriction 
applied to it by swivel-chair bureaucrats. 
The underlying philosophy of the 
Federal Reserve System is that its ma- 
chinery was set up to serve and 
strengthen commerce, industry, and ag- 
riculture, instead of acting as a suspi- 
cious, repressing, arbitrary master. 
Another conflict that was fought out 
in the establishment of the system was 
over the character of the paper to be re- 
discounted, the maturity and the char- 
acter of the business to be served. An 
effort was made to restrict its benefits to 
commercial paper and commerce in a 
narrow sense of the word, and to limit 
the maturity to such short periods as 
represented only the very highest class 
of short term commercial paper. Of 
course we all recognized that our bank- 
ing system being a deposit system it must 
keep its assets liquid and that liquidity 
depends upon whether or not the paper 
will be automatically returned by the 
natural evolutionary processes of the 
particular transaction upon which the 
credit is based. Text-book financiers and 
theorists think that the commercial bust 
ness of the country fixes its maturities 
to meet the needs and the philosophy of 
banking, but those who have studied the 
processes out of which fixed maturities 
grew realize that each of the well-known 
maturity periods of thirty, sixty and 
ninety days grew out of the periods of 
time that was required to complete cer- 
tain transactions common to the business 
life of Europe, especially of England. 
Those who sought to restrict the bene- 
fits of the system to strictly short ma- 
turity commercial paper sincerely viewed 
with suspicion an agricultural paper 
both of corruptive and marketing char’ 
acter so far as the paper was created by 
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the original producer. They thought 
the only agricultural paper that was 
safe and sound was that created by the 
factors and distributors who purchased 
agricultural products during or imme- 
diately after harvest time and fed them 
in to the consumptive market in an or’ 
derly way to meet the current running 
demand. After a struggle, the definition 
of agricultural papers was broadened and 
the maturities lengthened so as to per’ 
mit the Federal Reserve banks to handle 
a class of paper that represented in any 
instance the major portion of the port- 
folios of the country banks south and 
west. If such provisions had not been 
broadened the system would not have 
been capable of rendering any service 
to a majority of the country banks of 
the United States. This problem is still 
unsolved. 


A LOOK AHEAD 


WHILE pointing out that the future held 
too many unpredictable elements, Professor 
Malcolm McNair, director of the Bureau of 
Business Research of Harvard University, in 
a recent address, hazarded these guesses: 

1. There will almost certainly be a sub- 
stantial rise in prices, but not one that will 
come with any great rapidity. Prices might 
easily reach the 1919 level, but not next 
year; not the year after that; quite probably 
not before 1939 or later. 

2. There is a possibility, but it is almost 
too much to hope, that credit inflation can 
be controlled during the next upward move- 
ment of business before the business boom 
reaches heights which make another bad 
business depression inevitable. 

3. There is a very distinct danger, not to 
say probability, that vacillating, politically 
expedient policies on the part of the govern’ 
ment will permit a credit inflation starting 
in the period of recovery to run into a mone- 
tary inflation. 


GOVERNMENT INTERFERENCE 


THE situation in the United States strength- 
ens the conclusion that government interfer- 
ence in the economic system settles less prob- 
lems than it raises. No country in the world 
is innocent on this charge, but the scope, 
rapidity of introduction and circumstances in 
which government interference in the United 
States is being carried out give cause for 
serious reflection both in that country and 


abroad —The Statist. 
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— From the Buyer's 
Point of View 


By E. C. Harwood 
and Bion H. Francis 


HIS book, which was published by 

the AMERICAN INSTITUTE FoR 
Economic RESEARCH, (a non-political, 
non-commercial organization), is de- 
signed to make valuable information 
available to the average man who buys 
life insurance and annuities. @ Every- 
one knows that it is not wise to “in- 
vest without investigating” and yet 
how few people give adequate study 
to the problems involved in the pur- 
chase of life insurance. And for a 
large portion of all buyers, their life 
insurance policies are the most impor- 
tant purchases made throughout their 
lifetime. Of vital interest to the life 
insurance and annuity buyer are the 
cost studies of various policies which 
are one of the features of this book 
enabling the reader to determine what 
policy is best fitted for his needs. QIn 
preparing this book technical words 
and the more complex aspects of the 
subject have been avoided as far as 
practicable. QIf you wish to buy life 
insurance and annuities intelligently— 
if you, as a banker, wish to be able to 
give sound advice to those who seek 
your counsel—do not fail to read 
this book. 


Price $2.50 


Bankers Publishing Company 


465 Main Street 
CAMBRIDGE, MASS. 





Mutual Savings Banks 


UTUAL savings bank deposits 
M approached their all-time record 

last June 30, when they came 
within $160,000,000 of the peak figure 
of January 1, 1932. Combined assets 
also were close to the record of that 
date and depositors reached the greatest 
total in 119 years of mutual savings 
banking. 

According to executives the half-year 
report was one of the most satisfactory 
filed by the National Association of Mu- 
tual Savings Banks. Member banks 
earned and paid their usual dividends in 
the six months period and the progress 
of the saving movement was said to have 
made an important contribution to na- 
tional stability. 

Mutual institutions, operating in 
eighteen states but principally confined 
to the Atlantic seaboard from Maine to 
Maryland, on June 30 were the trustees 
of deposits amounting to $9,870,051,120. 
Of this sum more than half was held 
by the savings banks in the State of 
New York, representing $5,193,506,181 
of the whole. That was an increase of 
$45,711,527 in the first six months of 
the year, an accelerated rate of growth 
over the last half year of 1934. In gen- 
eral this tendency was maintained 
throughout the country. Massachu- 
setts took second place in bulk of de- 
posits with $2,077,783,809, a gain of 
$26,094,328 in the first half of 1935. 
Connecticut was third, having $675, 
165,181 in deposits, the increase for the 
six months having been $19,486,892. 

Assets followed much the same curve 
as deposits. On June 30 the aggregate 
for New York savings banks was $5,- 
982,354,902, a rise in the half year of 
$31,587,839. The Massachusetts figures 
stood at $2,299,352,721 and $33,406,- 
794. Connecticut total assets reached 


Near All-Time Record 


$750,995,736 and the increase amounted 
to $8,631,197. Mutual savings bank as- 
sets for the eighteen states were $11, 
159,129,679, or $47,000,000 under the 
high level of 1932. 

In the matter of depositors, which 
savings bank officials hold to be the real 
test of these banks’ usefulness, the June 
30 figures went ahead of any previous 
record, when accounts reached 13,896, 
605, an upward movement of 59,630 
in the six-months period. Of that num- 
ber New York banks gained 50,876, the 
figures in other states being about on 
balance. 

The surplus account of mutual in- 
stitutions again showed an increase, but 
this time a slight one, amounting to 
$3,706,257 in the first half-year. That 
addition raised the total for the country 
to $1,196,334,481, likewise a new record 
figure. The ratio of surplus to deposits 


was little changed, standing at 12.1 per 


dollar of deposits, or slightly more than 
12 cents additional protection for each 
doilar on deposit in mutual institutions, 
approximately 25 per cent. of American 
bank deposits. 

The average account for the country 
was on the upward grade as well, in- 
creasing from $705.19 six months ago 
to $710.25. In this case Rhode Island 
took the lead with a figure per account 
of $842.85. New York followed with 
$797.63 and Indiana $718.37. 

Restricted investment opportunities 
were reflected in the slight decline of 
the mutual dividend rate, which de- 
creased from 3.06 per cent. to 2.84 for 
the country. Delaware paid the highest 
average rate, 3.50 per cent.; Massachu’ 
setts was second with 3.08 per cent. and 
New Hampshire third with 3.07 per 


cent. 





“Sharing the Wealth” in 


HENEVER we are inclined to 
feel that never before has this 
country been called upon to 
face so many perplexing problems it is 
well to start turning back the pages of 
history. As long ago as 1912 there was 
agitation for “sharing the wealth” and 
even then there was the same popular 
illusion that prosperity for all depends 
only on a more equitable division of the 
nation’s wealth. At that time Joseph 
Drexel Holmes in an article in “The 
Chronicle” pointed out that the real 
solution was greater efficiency and 
greater output per worker which would 
enable business enterprises to pay higher 
wages without sacrificing the reasonable 
profits which were necessary for their 
continuous operation. 
Here’s what Mr. Holmes said in 1912 
and most of it is just as applicable to- 
day: 


“There is a sort of unanimity of 
opinion just now among social workers 
that the unequal conditions existing in 
human society are going to be leveled 
up; that equality of opportunity and the 
distribution of the necessities of life more 
equitably are to be accomplished by a 


system of ‘passing it on.’ In this way 
the social burden, instead of resting, 
where it does now, on the lowest stratum 
of the population will be placed on 
broader shoulders, more able, if not more 
willing, to bear the load. 

“On a deeper study it will probably 
be found that something more is neces- 
sary than a mere shifting about of re- 
sponsibilities or the incidence of social 
burdens; that there will have to be a vast 
amount of education of both the upper 
and lower classes of society, and the 
placing of a great number of questions 
on a moral instead of an economic basis, 
before any great improvement can be 
brought about in social conditions. 

“Take all such solutions as employers’ 
liability, workmen’s compensation, the 
minimum wage, reduced hours of em- 
ployment and better occupational con- 


1912 


ditions: do not they all mean increased 
costs in the production and distribution 
of the necessaries of life, whose increas- 
ing costs are now one of the vital prob- 
lems of the hour? 

“There seems to be a feeling abroad, 
of which many are possessed, that there 
is somewhere a great fund of wealth, of 
capital, on hand, the accumulation prob- 
ably of the avaricious and the exploiter, 
which only needs equitable distribution 
to allow all now engaged in industry 
to live in comfort with only a moderate 
amount of exertion. 

“This is the result probably of seeing 
large rows of figures stated as the wealth 
existing in various places—in financial 
institutions or in the possession of in- 
dividuals. It is the fact, of course, that 
these figures refer mostly to pieces of 
paper, either evidences of debt or titles 
to ownership of lands, factories or other 
tools of trade, not one of which is in 
the slightest degree available for furnish- 
ing the necessities of life without human 
labor applied at the right time and place 
under competent direction. 

“No doubt it is the fact that there is 
produced, by direction, foresight and 
toil in any given year hardly more of 
any stated necessity of life than the cur- 
rent needs of the people—that a climatic 
or other irregularity producing one or 
two crop failures in our great staples 
may cause tremendous price changes 
and actual hardship, if not famine. In 
this great country this has happened in 
two years—in 1910 to the cotton and 
in 1911 to the potato crop. 

“And it is probably true, also, that 
it is the thrift of the few the foresight 
of the so-called capitalist, the enterprise 
of the manufacturer, builder or railroad 
man, the wise ventures of the merchant 
and trader, that keep up the standard 
of wages and living to the point that we 
are accustomed to, low though it may 
be in comparison with our wishes or 
ideals. That it is highly desirable that 
the employer of labor should be more 
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generous in his treatment of his working 
force cannot be gainsaid. How he is to 
do this and yet succeed in his enterprise 
is another question. It is an undoubted 
fact that a large number of those en- 
gaged in business enterprises fail to suc- 
ceed at all; and the profits of the more 
successful, while seeming large in a 
stated amount, averages a very small 
percentage through good and bad years, 
and is easily turned into a loss by dull 
times, trade changes or careless manage- 
ment. 

“To quote Ray Stannard Baker (not 
Writing in behalf of the mill owner) in 
his article on the Lawrence strike: ‘If 
one were to divide all the surplus of 
profit in the textile mills today—figure 
it out for yourself—it would increase 
their wages and improve their living 
conditions almost inappreciably.’* 

“If one were to take the amount in- 
vested in the mills in Fall River, for in- 
stance, and they have never been classed 
as ‘watered, it would be found that, 
through a series of years, they have 
hardly returned an average on the whole 
amount as great as if the sum had been 
invested in Government bonds. To make 
another comparison, the properties repre- 
sent no more values than ten years ago, 
while the values of farm lands have 
doubled. 

“So it is evident that if employment 
is to continue and a larger share is to 
be given to those who perform the 
manual labor, while at the same time the 
conditions under which they labor are 
to be improved, some means must be de- 
vised whereby the present margin of 
profit shall be increased, or those who 
plan and carry on these industrial under- 
takings will be discouraged. 

“In other words, the proposition will 
have to be made ‘attractive to capital.’ 
Of course there is a general impression 
abroad, especially among social workers, 
that capital, or business enterprise, has 
had too much attention already, and now 
that the capitalist ‘class’ (mostly made 

*“The Revolutionary 
Magazine, May, 1912. 
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up of men formerly poor) has shown 
the way to the accumulation of wealth, 
it is simply necessary for ‘society,’ or 
‘the workers,’ to do the same thing them- 
selves and pocket the results. But how 
this is to be done has not yet been 
shown. It will probably be found that 
we have to go on with our present sys- 
tem for a while until the altruistic spirit 
has so developed in captains of industry 
that they will work without ‘the recom. 
pense of the reward.” With the world 
as we find it, human nature as we know 
it and not waiting for millennial dawn, 
how shall we fit the new social conscience 
to the present social system? How shall 
we get the employer to place his busi- 
ness on a basis of fair treatment for his 
working force without the fear of in- 
solvency or loss staring him in the face 
when the books are balanced for the 
year? 

“One of the most hopeful solutions 
was promised in the new ‘efficiency’ dis- 
coveries, which seemed to indicate that 
a larger output by the worker could 
bring about a greater share or reward 
for himself, without increased exertion, 
and with a corresponding increase of 
profit for the employer. Here is one 
direction in which the answer may be 
found. But so far the attitude of ‘labor’ 
seems to be opposed to anything like an 
increase either of efficiency or produc- 
tion. Reduction of hours, or minimum 
of output, seems to be rather favored, 
with the idea that more ‘work’ is thereby 
created, although the amount of the very 
necessities of life which their labor pro- 
duces, and of which they are most in 
need, is thereby curtailed. Their whole 
idea is that they do not get their share 
of the ‘wealth’ they already produce; 
that a great mass of it—constantly in- 
creasing—is kept somewhere out of their 
reach, and their wish is to seize upon 
some part of it, not by earning a larger 
share of it, by work or by thrift, but by 
taking it from the present owners or 
receivers of it. 


“Here, then, we have an apparent 
deadlock, which is not to be done away 
with by argument or social war. It 
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must be done by an appeal to the moral 
education of the moral re- 
sponsibility of both sides. 

“On the one hand, the object must 
be to bring to pass that the director of 
enterprise, capitalist—call him what you 
may—whose brains are the creating 
power of the world’s wealth, shall be 
fitted with an altruistic spirit, which in- 
deed he often now possesses, if he dared 
to show it, that he may share and in- 
crease all benefits and comforts with his 
manual helpers. And, on the other 
hand, that the worker, under his direc- 
tion may in loyal energy do all in his 
power to support and carry on the 
wealth-producing enterprise, each emu- 
lating the other with noble example and 
worthy sacrifice. 

“Here should come in the twin forces 
of education and religion, for enlighten 
ment will be of no avail without a moral 
basis. The fundamentals of the Ten 


sense—an 


BOSTON 


Commandments and the Golden Rule, 
the brotherhood of man as children of 
one Father—these must have a place in 
our great educational system, that will 
teach men that there is a higher element 
in life than the facts of science and ma- 
terial things. 

“For this new social adjustment, if it 
is to come peaceably and not through 
anarchy and its accompanying distress, 
we must find new and able leadership. 
Not with the loudest protestations of 
devotion to one class or denunciation of 
another; not with vague cries for ‘social 
justice’ or illusory schemes for leveling 
inequalities that are imbedded in human 
nature itself. What is needed is a 
leadership founded on a love for man- 
kind wide as the race, broad-minded, 
hopeful, strong and sane, to help the 
new generation forward in progress, 
that shall also be peace.” 





Capital Accumulation and Social Progress 


By BENJAMIN M. ANDERSON, JR., PH. D. 
Economist of The Chase National Bank of the City of New York 


T has, until recently, been virtually 
axiomatic, except among socialist 
writers, that the growth of capital 
through the investment of income in 
productive enterprises rather than its 
expenditure for current consumption is 
a mainspring of economic progress and a 
primary cause of rising wage rates and 
rising standard of life for the masses of 
the people. When capital and natural 
resources are abundant and men are 
scarce, wages are high. There are those 
who question this doctrine today, hold- 
ing that “oversaving” is a cause of crisis 
and depression, and that men of large 
fortune oversave. The same doctrine 
attacks the growth of corporate sur- 
pluses through the ploughing back into 
the business of part of the profits of the 
business-—the process by which the great 

Ford industry was built up. 
I have no doubt at all that the older 


doctrine is true, and that capital grow- 
ing out of true savings is socially bene- 


ficial, has not been overdone and can- 
not be overdone. The trouble comes 
when rapidly expanding bank credit is 
made a substitute for true savings. I 
recognize five main sources of capital, 
the first four of which are wholesome, 
while the fifth can be wholesome if not 
overworked. They are: (1) individual 
thrift, through the investment of part 
of income in productive enterprise, or 
in the savings bank or other financial 
institution, so that these institutions may 
put it at the service of those who are 
engaged in productive enterprise; (2) 
business thrift, including very especially 
corporate thrift, manifesting itself in 
the growth of surplus, on the liability 
side of the balance sheet, and in the in- 
crease of productive equipment and 
plant and working capital on the asset 
side of the balance sheet; (3) taxation 
for capital purposes, as when a govern- 
ing body uses part of the proceeds of 
its taxes in reducing public debt or 

From the Chase Economic Bulletin. 
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when it builds needed public works out 
of the proceeds of taxation; (4) direct 
capitalization, primarily important in 
agriculture. This comes when the 
farmer uses his spare time in building 
barns and fences or when the farmer 
lets his flocks and herds increase in- 
stead of selling off the annual increase, 
or when the farmer turns his wheat 
land into orchard, etc. 

These four sources of capital are 
sound and wholesome, and no country 
has ever gone wrong through engaging 
in them. The trouble comes with the 
fifth source of capital, namely, (5) an 
expansion of bank credit, the proceeds 
of which are used for capital purposes. 
Held within limits, this is a useful and 
necessary part of the process, par- 
ticularly as anticipating the formation 
of capital through the other four ways 
and as easing off friction and tension in 
putting new ventures through and in 
marketing operations in connection with 
new securities. But this source of capi- 
tal was so terribly overdone in the 
period from 1922 to 1929, particularly 
by stimulating the vast speculative rise 
in securities and real estate, that a mis- 
interpretation of it has given a great 
deal of currency to the fallacy of “over: 
saving.” In 1927 and 1928, for example, 
the percentage of all “income” reported 
for taxation to the Federal Govern- 
ment, growing out of profit on stocks, 
bonds and real estate ran something like 
11 per cent., and this form of “income” 
was probably the least completely re- 
ported form of income. To the extent 
that these profits were “saved” and “in- 
vested,” a spurious and fictitious ele- 
ment was brought into the picture. 
Virtually everything in finance became 
unwholesome under the impetus of the 
gigantic expansion of bank credit from 
1922 to 1929. But the remedy for this 
sort of thing does not lie in con 
fiscatory taxes on large incomes and 
large inheritances, but rather in sound 
Federal Reserve Bank policy. 





Banking in New York State 


New York State Bankers Association Studies Conditions and 
Makes Preliminary Report 


By S. SLoAN COLT 
President, Bankers Trust Company of New York 


HE decade of the 1920’s was a 
period of rapid expansion in bank 


resources in the United States, out- 
side of certain agricultural areas in the 
Middle West and South which were still 
suffering from the effects of the 1921 
depression and the decline in land values. 
New York State participated in full 
measure in this expansion. The total 
resources of all commercial banks in the 
state outside of New York City, for ex- 
ample, rose from about $2,200,000,000 
at the end of 1923 to about $3,300,000,- 
000 at the end of 1929, an increase of 
50 per cent. This expansion reflected 
very largely the growth in the resources 
of existing institutions and was ac- 
counted for only in small part by the 
establishment of new institutions. The 
number of banks in 1929, for example, 
was about 820 as compared with about 
750 in 1923. The above figures, as well 
as all subsequent data for New York 
State presented in this paper, relate to 
national banks and state commercial 
banks and trust companies in the state 
outside of New York City, but do not 
include mutual savings banks. We have 
omitted the figures for New York City 
because they reflect in a large measure 
national and international banking trans- 
actions and are not strictly comparable 
with the figures for the remainder of 
the state. 

During that peiod of rapid expansion 
there were certain outstanding changes 
in the character of both assets and lia- 
bilities which should be noted. The 
growth in assets in New York State out- 
side of New York City was largely in 
loans, especially loans on_ securities. 


Extracts from a report made at the recent 
New York State Bankers Convention. 


While investments rose somewhat, they 
accounted for only a small part of the 
total growth in resources in this state. 
Collateral loans rose about $500,000,000 
from 1923 to 1929, while all other loans, 
including those secured by real estate, 
increased only about $300,000,000. On 
the liability side the outstanding develop- 
ment was the great increase in time de- 
posits from 1923 to 1929; for example, 
time deposits in the commercial banks 
of the state outside of New York City 
increased by about $700,000,000, while 
demand deposits increased by only about 
$150,000,000. On the latter date time 
deposits had grown to about 58 per 
cent. of total deposits. Our broad pic- 
ture of the chief elements of the ex- 
pansion in New York State, therefore, 
is one of rising collateral loans on one 
side of the baljance sheet and rising time 
deposits on the other. 

At the close of 1929 the loans and in- 
vestments of the commercial banks in 
the state outside of New York City were 
classified about as follows: loans collat- 
eralled by securities, 30 per cent. of the 
total; investments, 31 per cent.; un- 
secured loans, including what we cus- 
tomarily think of as commercial loans, 
27 per cent.; and loans secured by real 
estate, 12 per cent. In other words, 
unsecured loans were less than either 
collateral loans or investments. 


LIQUIDATION AND LOSSES SINCE 1929 


Since the turn of the economic tide 
in 1929 the processes of liquidation have 
wiped out nearly all the increase in re- 
sources during the previous six years. 
By the end of 1934 the number of com- 
mercial banks in the state outside of 
New York City had declined by about 
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135 and total resources had declined by 
nearly $1,000,000,000. Investments ac- 
tually increased during that period of 
liquidation but loans declined over 50 
per cent., the biggest decrease occurring 
in collateral loans. Deposits were re- 
duced roughly $700,000,000, demand 
deposits declining by about the same 
percentage as time deposits. 

The question arises as to what were 
the factors during that period of ex- 
pansion prior to 1929 which weakened 
the banks and left them poorly equipped 
to withstand the trials of adverse eco- 
nomic conditions. Since 1929, about 
120 banks have failed in this state, out- 
side of New York City, with deposits 
of nearly $150,000,000. In addition to 
losses from failures, the gross losses and 
charge-offs of the operating banks of the 
state averaged about $75,000,000 a year 
during the four years 1931-34, inclusive. 
This figure compares with average an- 
nual gross operating earnings in the 
same four years of about $115,000,000. 
During those four years gross and net 
operating earnings were declining while 
losses and charge-offs were rising. Need- 
less to say, the banking system of the 
state has operated in the red during each 
of those years. Since 1929 losses of 
capital funds have been between $250,- 
000,000 and $300,000,000, of which 
about 90 per cent. was in active banks 
and about 10 per cent. in failed banks. 

Hindsight cannot take the place of 
foresight, but if a survey of the past 
helps us to secure a better understand: 
ing of the real causes of our banking 
diffcultiés so that we may avoid the 
same errors in the future, it will have 
served a useful purpose. We have not 
progressed’ to the point in our studies 
where we would venture dogmatic con- 
clusions, but some of the facts which we 
have compiled have a direct bearing on 
our banking problems and _ indicate 
rather definitely the direction which fur- 
ther research should take. 

In attacking this problem of trying to 
find out what were the weakening in- 
fluences, our first approach has been 
through the income and expense ac- 


counts, because they give us a fairly 
clear picture of certain developments in 
our banking practices. 


INTEREST PAYMENTS AND THE MARGIN 
OF SAFETY 


Total interest payments—about 95 
per cent. of which have normally gone 
to depositors—have been for most banks 
the largest single item of expense 
throughout the period under study. They 
consumed on the average more than 40 
cents out of every dollar of gross oper- 
ating earnings through 1932, slightly 
less than 40 cents in 1933, and 3414 
cents in 1934, when interest was pro 
hibited on most demand deposits and 
greatly reduced on time deposits. Many 
banks have paid out half or more than 
half of their gross earnings in interest, 
in a number of years, and many were 
still paying out 40 per cent. in 1934. 
On the other hand, a few banks have 
customarily paid out only 10 or 20 per 
cent. of their gross earnings in interest, 
and in some rare cases virtually no in 
terest has been paid. 

This picture of heavy interest pay- 
ments by most of our banks is of sub- 
stantial importance at this time, when 
earnings are slim or non-existent and 
rates of gross income are declining. The 
real significance of the interest item, 
however, goes far deeper than this, as 
indicated by the following analysis of 
income statistics. 

We divided a large number of the 
banks—those for which we had com: 
parable figures covering most or all of 
the period under review—into four 
classes: (1) those banks which custom- 
arily paid to depositors, in interest, less 
than 20 per cent. of gross operating 
earnings; (2) those which paid out be- 
tween 20 and 30 per cent.; (3) those 
which paid out between 30 and 40 per 
cent.; and (4) those which paid out 
more than 40 per cent. of gross earnings 
in interest to depositors. Let us desig’ 
nate the four classes, respectively, as the 
20 per cent., 30 per cent., 40 per cent. 
and over 40 per cent. banks. The 20 
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per cent. banks were the least numerous, 
the over 40 per cent. banks the most 
numerous, with a progression in num- 
bers between the extremes. In some 
districts we found no banks in the 20 
per cent. class. In fact, our figures in- 
clude only twenty-four banks in that 
group and those were all national banks. 

It would be of interest to give you 
here in detail the complexion of the in- 
come accounts of these four classes of 
banks, but it would be difficult to fol- 
low in a report of this nature. The re- 
port we plan to issue later will furnish 
some of the figures. The picture, how- 
ever, seems to be one in which the 
banks paying out the greatest amount of 
interest in relation to gross earnings were 
operating on the smallest capital bise 
and the narrowest margin of safety. 

The Federal Reserve Bank of New 
York as far back as 1923, in publishing 
classified earnings figures for groups of 
member banks in the Second Federal 
Reserve District, noted that “banks with 
large amounts of time deposits show 
small capitalization, a large use of avail- 
able funds, a small payroll, large inter- 
est payments, a moderately low ratio of 
net to gross earnings, but a high ratio of 
net earnings to capital and surplus.” 
We have found most of these tendencies 
to be true throughout the period for the 
over 40 per cent. banks, and the op- 
posite for the 20 per cent. banks. Spe- 
cifically, the predepression ratios of de- 
posits to capital for the four classes 
were, respectively, as follows: 20 per 
cent. banks, about 2.7 to 1; 30 per cent. 
banks, about 4.7 to 1; 40 per cent. banks, 
about 6.8 to 1; over 40 per cent. banks, 
about 8 to 1. The last named group 
had about three times as high a ratio of 
deposits to capital as the first group. 
That is, they were operating on a much 
thinner equity in case of trouble from 
an accumulation of errors in loans and 
investments. 


Now what was the composite result 


of these tendencies? One way to express 
it is by indicating the average capital 
losses suffered by the banks in each of 
the four classes. Our statistics here are 
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probably less accurate than most of our 
other data, but we believe they are sufh- 
ciently accurate to give real weight to 
the results shown. In the five years 
following 1929, the 20 per cent. banks 
suffered a loss of only about 14 per 
cent. of their capital funds (in the sense 
of common stockholders’ equities); the 
30 per cent. banks lost about 40 per 
cent.; the 40 per cent. banks lost about 
55 per cent.; and the over 40 per cent. 
banks lost about 62 per cent. These 
figures, bear in mind, are for banks 
which remained open. 

Variations in performance within in- 
dividual groups were considerable. Such 
results as these, however, give us food 
for thought, especially when a consider- 
able measure of consistency is shown in 
the various districts of the state, in city 
banks and country banks, in banks which 
had built up their loans more than the 
average, and in those which had built 
up their investments more than the av- 
Most of you remember the com- 
petitive bidding for deposits which took 
place during the period of expansion 
and even later. Sometimes it was purely 
against local competitors in the commer- 
cial banking field. Sometimes it went 
further afield and reached well outside 
of the state. Sometimes it was aggres- 
sive bidding for deposits that would 
otherwise have gone to savings banks or 
into investments; at times, doubtless it 
was defensive bidding against savings 
or other institutions. In districts where 
competitive practices were aimed in self- 
defense against other commercial banks 
or against savings banks, and in those 
where they can only be properly de- 
scribed as aggressive, the ultimate results 
as shown by income accounts seem by 
and large the same. 


erage. 


Here was a picture of: struggle for 
size, competition for deposits, high rates 
paid on deposits, rapid expansion of re- 
sources and in many cases a levelling 
down of the quality of assets. Income 
from the growing volume of assets was 
too liberally paid out in interest on de- 
posits instead of being used for writing 
off doubtful assets and building up sur- 





250 


plus funds or reserves. The banks 
showing the greatest expansion did not 
become more cautious in their lending 
and investment policies in order to in- 
sure the necessary protection to de- 
positors by improving the quality of as- 
sets. On the contrary, the intoxication 
induced by rapid growth and high earn- 
ings frequently led to the opposite re- 
sult. 

Whether the competition for deposits 
at high rates of interest led to a search 
for high yield investments or whether 
the availability of assets at high rates 
led to the competition for deposits, the 
results were substantially the same, be- 
cause the depositors’ margin of protec- 
tion was lessened. 


NECESSITY FOR BUILDING UP CAPITAL 
FUNDS 


A primary consideration of any bank 
or any banking system should be the 
protection of depositors’ money. Al- 
though a bank has many obligations to 
its community, no institution can long 
endure nor can it continue to be a con- 
structive force in its community if it 
forgets or neglects this primary duty to 
the depositor. Management which con- 
ducts itself in such a way as to main- 
tain an adequate supply of capital funds 
is the most effective protection to the 
depositor. The first risk falls upon the 
stockholder, and his equity stands as a 
protective cushion to the depositor. The 
greater the equity the greater the pro- 
tection. 

In order to insure adequate protec- 
tion, therefore, the conditions under 
which banks operate must be such as to 
lead to the accumulation of capital 
funds. The incentive for investment 
must be there. If the investment isn’t 
sufficiently attractive to secure and hold 
funds, then the depositors’ security will 
inevitably be lessened and an invitation 
extended to the Government to get into 
the banking business. 

The competition for money and the 
consequent high rates which have been 
paid have a particular bearing on this 
question. How much can be paid for 
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money is one of the most important 
questions for each banker to answer, tak- 
ing into consideration the returns avail- 
able on assets suitable for a bank’s port- 
folio and also the necessity for the 
growth of capital funds. Whether a 
banker permits these important facts to 
determine for him the rate he can pay 
on deposits or whether the competitive 
price which he must pay for deposits is 
allowed to determine the quality of as- 
sets in his portfolio may mean the dif- 
ference between success and failure of 
his institution. If the competitive rate 
for money does not permit the proper 
return on investment and a reasonable 
growth of capital funds without resort- 
ing to high yield loans and investments 
at the risk of security, then no bank can 
afford to pay such a price. The pro- 
hibition of interest on demand deposits 
and the fixing of maximum rates for 
time deposits modifies the problem some- 
what, but does not solve it completely. 

We have not been able as yet to make 
an adequate analysis of the assets of 
banks to see just what effect the rapid 
expansion, the competition for deposits 
and the high interest payments had on 
the quality of assets. An analysis of this 
kind, which would include a study of 
the behavior of the various types of as: 
sets during the depression and the bank- 
ing crisis, is essential to the best results 
of our undertaking. The supervisory 
authorities have given us splendid co- 
operation in our work thus far, and we 
hope that we may merit their confidence 
to the extent that they will make avail- 
able to us the data necessary for further 
study. 


THE PROBLEM OF CURRENT EARNINGS 


The question of adequate earnings is 
one of the most pressing problems facing 


the banks today. In 1934 barely one- 
third of the banks of the state had any 
earnings, after losses and charge-offs. 
Hardly more than one-quarter of the 
banks paid any dividends on their com- 
mon stocks last year. Not all of the 
banks that were in the black paid divi- 
dends; and not all of the banks that 
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paid dividends were in the black either 
before or after dividend payments. The 
gross income from loans and investments 
in 1934 was less than 41/, per cent. of 
the amount of such earning assets at 
the end of the year. This compares with 
an average figure of more than 5!/, per 
cent. in 1929 and other pre-depression 
years. With reduced interest rates gen- 
erally, earnings in 1935 have been run- 
ning substantially lower than in 1934 
and the immediate trend is likely to con- 
tinue downward. 

Losses and charge-offs probably 
reached their maximum figures in 1934, 
and the 1935 record should show a dis- 
tinct improvement in this regard. How- 
ever, the process of reconstructing port- 
folios has certainly not been completed 
and it is not to be expected that losses 
and charge-offs will immediately return 
to normal relationships to gross earnings 
or total earning assets. 

If we compare the present with 1923 
we find that in spite of reduced interest 
payments net operating earnings are 
now running apparently 25 to 30 per 
cent. less than in that year. This is due 
in part to reduced gross and in part to 
the larger share of gross taken by ex- 
penses other than interest payments. 
These lower earnings, moreover, are ap- 
plicable to a volume of capital funds 
about 40 per cent. greater than in 1923, 
the entire increase in capital funds be- 
ing represented by the preferred stock, 
capital notes and debentures now out- 
standing ahead of the common equities. 
The service on the capital supplied by 
the Government is, of course, a sub- 
stantial item of expense to banks. The 
great struggle is to meet this service, 
cover operating expenses and at the 
same time build up common stockhold- 
ers’ equities. 

Improved earnings are imperative, not 
only in order to repay the capital sup- 
plied by the Government, but also in or- 
der that reserves may be built up for 
the protection of both depositors and 
stockholders. We are told in some 
quarters that banks do not want to lend 
money. Can you conceive of a busi- 


ness which is more eager or has greater 
need than ours to add to its earning 
capacity? We have certainly learned, 
however, that we cannot earn money in 
the long run by making improvident 
loans and investments. Those banks 
which continue to survive must follow 
a course of conservative banking and at 
the same time find a solution to the 
pressing problem of increasing net earn- 
ings. The clearest immediate point of 
attack, from both these angles, is on the 
largest single item of expense, namely, 
interest payments. 


TIME DEPOSITS AND CAPITAL ASSETS 


Aside from these problems of the 
quality of assets, earnings and the neces- 
sity for rebuilding the capital structure 
of our banks, the foregoing discussion 
has undoubtedly brought to your mind 
another question of major importance. 
I refer to the general composition of 
both the assets and liabilities of our 
banks and the underlying question as to 
what is the proper function of commer- 
cial banks. I have referred to the 
changing character of both the assets 
and liabilities of the commercial banks 
in this state outside of New York City; 
that is, the growth of capital assets in 
the form of bonds, real estate, real estate 
loans, collateral loans, etc., on the one 
side and the growth of time deposits on 
the other. The fact is that at the pres: 
ent time all unsecured loans in these 
banks, including the _ self-liquidating 
commercial loans, probably do not ag- 
gregate over 12 or 15 per cent. of their 
total assets. On the liability side about 
60 per cent. of total deposits are now 
classified as time deposits, although we 
have learned from experience that in 
fact, and in practice, these deposits are 
little different from demand deposits in 
times of stress. 

I shall not undertake here a discus- 
sion as to the causes of these changes 
in the nature of bank assets and de- 
posits. Neither is it my purpose to make 
any prediction as to the permanency of 
these changes or the future trends. The 
real problem, however, which faces in- 
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and the whole banking 
to provide protection 
from a serious decline in asset values in 
periods of stre oss. The difficulty arises 
out of a lack of adjustment between as- 
sets of a long term nature and liabilities 
which are payable on demand. What 
the banks are doing, as a matter of fact, 
is guaranteeing the investment of the 
public’s funds. Moreover, they are in- 
cluding in that guarantee an obligation 
to convert the securities in which the 
public’s savings are invested into cash 
practically on demand. The banks as- 
sume the burden of any depreciation. 
This burden proved insuperable to many 
institutions during the depression. 
There are those who suggest that we 
should segregate our savings banking 


dividual banks 
system is how best 


from commercial banking and have those 
banks handling demand deposits return 
to the old type of commercial banking. 
I am not sure, however, that our prob- 
lems are so simple or that we can un- 
scramble the present system. The al- 
ternative is to recognize the changes 
which have occurred in methods of 
financing and adjust our institutions ac- 
cordingly. One suggestion has _ been 
made that perhaps it might be possible 
to work out a scheme for adjusting a 
bank’s liabilities somewhat in accordance 
with the nature and maturities of its 
perhaps by the issue of deben- 
tures or certificates of deposit. Whether 
this is the solution or whether the solu- 
tion lies in an entirely different direc- 
tion I do not know. The question is 
raised in order to point out the need for 
a comprehensive and thorough study of 
the whole problem. 

There is one thought that might be 
emphasized in this connection, however. 
Clearly the banks as a whole must pay 
much more attention to the quality of 
their capital assets and long term assets 
than ever before. We can now appre- 
ciate the way capital values disappear 
in periods of declining prices and de- 
pressions. As long as prices are rising 
and business is growing, banks can carry 
on with assets of secondary quality and 
perhaps make large profits. The day of 
reckoning always comes, however, when 
the economic trend changes. We must 
expect these periodic reverses, and a 
bank must conduct its affairs so that it 
can weather the storms. Otherwise it 
is a fair weather institution and a danger 
to its community. There is little doubt 
but that during the next few years 
banking operations will be carried on 
under more perplexing conditions than 
those which confronted bankers during 
the “twenties. If expansion was the 
watchword then, conservation, with its 
implication of conservative practices, 
must be the watchword now. 


assets, 





How to Obtain Bank Costs 


Costs in the Savings Department — The Problem 
of Interest — Miscellaneous Costs 
By E. S. Woo.Ley 
President, E. S. Woolley Corporation, New York 
This is the tenth of a series of articles on bank cost accounting. The first 
article appeared in the December number.—-Eniror. 
HE operating expenses of a savings department, out- 
side of the investment and loaning costs, are usually 
small. ‘They will be anywhere from 4 per cent. to 
10 per cent. of the interest-income earned by that depart- 
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ment. When it is considered that the operating expenses 
of a commercial department, exclusive of the investment and 
loaning costs, are sometimes as high as 95 per cent. of its 
interest-income, it will be seen that the major problems 
facing the two departments are different. The major 
problem in the commercial department is operating, but in 
the savings department it is interest costs. 
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Individual transactions in the savings department, how- 
ever, are more expensive than in the commercial depart- 
ment. There costs will run from 9 cents to as high as 35 
cents or even 40 cents per transaction, depending upon the 
total activity of the department. The costs will be higher in 
the less active savings departments than in the more active 
ones. For example, in a savings department with a 28-month 
turnover, the cost per transaction was 23 and a fraction 
cents. In a department with a 42-month turnover it was 
a little more than 31 cents per transaction. Therefore the 
less active the department the higher will be the transaction 
costs. But just because these transaction costs are of only 
secondary importance does not mean they should be ignored 
entirely, 

The transaction costs of the savings department are as- 
certained in the same way as in the commercial department. 
Namely, by dividing the expenses of the department ap- 
plicable to the transactions by the number of the trans- 
actions. If regular savings, Christmas clubs and _ school 
savings are all handled at the same window; then the unit 
method must also be followed in the savings department. 

An explanation of how to arrive at the units in the dif- 
ferent transactions was given in the article published in 
July. As a guide for those not wishing to work out the 
exact units for the particular bank, the ratios of 1 for school 
savings, 2 for Christmas and other 50-week clubs and 4 for 
regular savings will be approximately correct. 

As an example: Total savings department costs apply- 
ing to transactions—$4804.46. 


Cost Per 
Transaction Units Transaction 


Regular Savings 
Deposits or withdrawals 14,945 — 4 59,780 $.1576 
Christmas clubs ..... 28,308 — 2 56,616 .0788 
School savings .. 5,542 — 1 5,542 .0394 

TOTALS 48,795 121,938 

$4,804.46 
Unit cost —= —————- = $.0394 
121938 


Even in spite of this transaction cost the desire is to 
reduce transactions in the savings department. This would 
naturally mean an increasing of the transaction cost. 
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STATISTICS OF SAVINGS DEPARTMENTS 
IN 
19 COMMERCIAL BANKS 


INTEREST RATE 
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About the only way to limit activity is to make a charge 
for excess withdrawals. This is a charge however that 
would not be based on costs. The reason being that the 
charge is not made for the purpose of making a profit on 
the transaction, but rather to reduce the transactions. Some 
banks use a charge of 10 cents for each withdrawal over 
6 during any semi-annual period. Others pay no interest 
on accounts under $500 which have more than a specified 
number of withdrawals during a period. The first method 
is preferable. It places a direct charge on the excess with- 
drawals and collects it as those withdrawals are made. 
Any charge made should recognize the reason for its being 
made. In the commercial department charges the reason 
is selling service and therefore should be based on costs. 
In the savings department the reasons are reduction of 
withdrawals and as a support to the commercial department. 
The charge for the excess withdrawals therefore should be at 
least twice that of the check charge. If a charge is not 
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made for excess savings withdrawals some people will 
transfer checking accounts to savings and use the savings 
department instead. ‘Thereby defeating the very purpose 
of a savings department. 

As illustrative of the wide difference in the deposit turn- 
over, the effective rate of interest paid and the cost per 
transaction in savings departments of commercial banks, the 
table on page 255 is presented. This table is composed of 
actual figures taken from the savings departments of nine- 
teen banks. 

The difference in deposit turnover, of course, depends 
upon the class of depositors. The more active the depart- 
ment, the more rapid the turnover. Theoretically, banks 
with a rapid turnover should have a cheaper transaction 
cost. Also the effective rate of interest should be less in a 
bank with a rapid turnover than in one where the deposit 
turnover was longer. Analyzing the statistics of these nine- 
teen banks, however, reveals that this is not always true. 
lor example, take banks “M” and “N,” both with the 
3 per cent. advertised rate and an 18-month turnover. The 
effective rate of interest of bank “M” is 2.69 per cent. while 
that of bank “N” is 2.92 per cent. The transaction cost 
of bank “M” is 16 cents per transaction and in bank “N” 
39 cents per transaction. In the case of these two banks, 
bank “N” was as overmanned in the savings department as 
it was in other departments. ‘These statistics merely bore 
out those findings. 

The difference in effective rate of interest paid was at- 
tributable to the methods of computation. In this particular 
‘ase bank ““N” was not even living up to its own pass-book 
rules. Moreover, the checking of the amount of interest 
paid was merely done on the account itself. As is frequent 
with such a method of checking, there was no definite proof 
or way of knowing that the interest was actually computed 
by the person supposed to check it. The only way that this 

‘an be really known satisfactorily is by use of a perforated 
sheet. Under this method, the first person making the 
computation lists down the account number on the main 
portion and the amount of interest on the perforated stub. 
These stubs are then torn off at the perforation and the 
balance of the sheet with the account number on is turned 
over to the person charged with the duty of checking. The 
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second person writes the result of his computation opposite 
the account number. Both the sheets and stubs carry cor- 
responding sheet numbers. In this way comparison be- 
tween the computations is simple and any differences easily 
recognized. Only by some such a system can the double 
computation be assured. 

The difference in the transaction costs are, of course, 
attributable to different methods of operation. It is possible 
to get these transaction costs too low and to sacrifice safety 
thereby. For example, take bank “G” with a 1014-month 
turnover and transaction costs of only 6 cents. Doubtless 
the bank officials thought it was being very well operated 
when it reduced the expenses of the savings department 
to this point. As a matter of fact, they were merely sacri- 
ficing safety and not economizing. This was proved con- 
clusively by a shortage which developed in the savings de- 
partment and in which the bank itself sustained a loss, over 
and above the insurance coverage, which more than offset 
the reduction in expenses for many years. The goal to 
strive for is efficiency of operations, consistent with safety. 


The curtailing of expenses to the point where safety is 
sacrificed is not efficiency. 


Interest—The fundamental principle of the payment 
of interest on deposits is that the bank should make a profit 
on each individual deposit even after the payment of that 
interest. ‘The blanket prohibition of interest on demand 
deposits contained in the Banking Act of 1933 was inserted 
because banks throughout the country had failed to rec- 
ognize this fundamental principle. As with the demand 
deposits so with the time deposits. The bank can only 
afford to pay interest on accounts which earn that interest, 
and still leave a profit to the bank. No deposit account can 
be invested 100 per cent. in income-producing assets. ‘The 
amount which the bank carries in cash reserves must first 
be deducted. If this cash reserve rate applicable to the 
savings department is 7 per cent. and the net earning rate 
of the bank is 4 per cent., then the rate of interest earned 
on the ledger balances in the department is 93 per cent. of 
4 per cent. In other words 3.72 per cent. On a 8 per cent. 
advertised rate, the average effective rate on the total sav- 
ings deposits will vary from 2.76 per cent. in a 10-month 
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turnover department to 2.92 per cent. in one with a 42- 
month turnover. This would leave for operations and 
profits .96 per cent. and a .8 per cent. respectively. In other 
words less than 1 per cent. in each case. 

Frequently there is an inclination to see the 6 per cent. 
or 7 per cent. rate in the note case. Then look at a $1000 
deposit and see a 3 per cent. rate. Figuring there is a gross 
profit of 3 per cent. or 4 per cent. as the case may be. That 
$1000, however, is not all invested in the note case. At 
least $70 will be in cash. Another $430 in lower yield 
bonds. Only leaving $500, at most, for investment at 6 per 
cent. Based on this presumption it would work out to an 
effective earned rate on deposits as follows: 


Rate Effective 

Per Cent. Per Cent. 
Cash $70.00 None 
Bonds 430.00 4 1.72 


Notes & Mortgages 500.00 6 3.00 
TOTAL $1,000.00 4.72 


This is as high a gross rate as could be expected, vet it 
is considerably below the 6 per cent. of the note case. Also 
it does not consider the cost of investing and caring for the 
funds. It is axiomatic that the rate of interest which a 
bank can afford to pay is predicated upon the rate of inter- 
est which it can earn. ‘Therefore bank executives must 
constantly watch the net earning rate and the effective 
rate of interest being paid. They must adjust from time 
to time the paid rate to conform to the net earning rate. 


THE “BREAKEVEN POINT 


Inasmuch as there is a cost to a savings department out- 
side of activity, there is an amount below which the bank 
‘annot afford to pay any interest. This is commonly 
known as the “breakeven” point. Presuming that this 
cost (which is the cost of pass-book, ledger sheet and 
portion of space in savings department and in vault), is 
25 cents per account per year. The net earning rate is 
4 per cent. and the advertised rate on savings is 3 per cent. 
An inactive account would have to have $34.72 in its ledger 
balance to earn its own interest and also the maintenance 
cost of 25 cents per year. This is worked out as follows: 
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Per Cent. 

Net earning rate ee a hy 4.00 
Reserve rate 7 per cent., therefore earning rate on earning 

balance is 93 per cent. of 4 per cent. or......... 3.72 
Customers’ interest is aE i Sk Ra eerste 3.00 
Leaving rate for earning 25 cents per annum 72 

$.25 + .72 per cent. (.0072) = $34.72 
balance required in account. 
PROOF 
Income. 
Ledger Balance... sees PB4.72 


7 Per Cent. Reserve.. 


Earning Balance 
Income at 4 per cent. 
Costs. 
Interest at 3 per cent. on $34.72 $1.0416 
Maintenance cost 23 


TOTAL COST $1.2916 


Therefore this particular bank cannot afford to pay 
interest on any account under $35. If this basic principle 
of costs is considered by banks in the computation of inter- 
est payments there is no necessity for a refusal to pay 
interest on demand deposits. Though of course at a lower 
rate commensurate with the yield obtainable from the class 
of investments in which such demand deposits can be in- 
vested. If in dealing with a demand deposit account the 
earning balance is first reduced by the amount required to 
earn the costs, interest can be paid on the remainder. In 
order to do this, however, each account receiving interest 
must be analyzed. There is no substitute for an accurate 
knowledge of costs. This applies to interest payments just 
as much as to the general operating costs. 


Past Due Note Penalties, N. S. F. Checks, Etc-—There 
are certain charges which should be made in banks but 
which have no relation to costs. This is because they are 
installed to stop certain practices and not for the purpose 
of producing income. For example, charges made for notes 
permitted to run past due as to principal or interest are 
made for the purpose of reducing the matured note files. 
If these charges are high enough, at least 50 cents for the 
first day and 25 cents for each day thereafter, they will 
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accomplish that purpose. Another such a charge is the 
N.S. F. check charge. This charge should apply not only 
to returned items but to all items drawn against insufficient 
funds whether paid or not. If paid they should be made 
for each item and for each day the overdraft remains. Here 
again they should be sufficiently high to accomplish their 
purpose, namely the stopping of the practice. A favorite 
one today is 50 cents per item. A better plan would be 50 
cents for the first offense, $1 for the second offense, $2 for 
the third offense and black listed on all banks for the fourth 
offense. As a matter of fact the attitude of banks in this 
matter in the past has actually penalized the good bank 
customers for the benefit of the bad. It has been respon- 
sible for the signs in stores “No Checks Cashed Here” 
which never would have been posted except for the returned 
items. To say the least such signs are not good advertising 
for banks. When it is considered that such items come 
from the very small minority of bank customers it will be 
seen that by a “hard-boiled” attitude on this point banks 
can make banking connections much more valuable to the 
majority of their customers. 


Small Note Service Charge-—An explanation of the 
method of ascertaining the cost of notes was given in a 
previous article. In the establishing of any small note charge 
this cost must be recognized. In fact it is the reason for 
the charge. Therefore it should be at least sufficient to 
cover that cost. It should, however, be made as a specific 
charge in addition to interest, and not merely a minimum 
interest regulation. The reason for this is that, according 
to the opinion of a number of attorneys, any minimum 
interest regulation can be construed to be technical usury. 
These same opinions, however, stated that specific small 
note charges made in addition to interest and posted to a 
separate account could not be so construed. 


Cashiers’ Checks and Drafts—While the physical cost, 
that is the cost of issuing cashiers’ checks or drafts is the 
same, there is nevertheless a difference in the cost. In the 
case of the cashiers’ checks the bank itself receives all the 
benefit of the float. This is not true in the case of the draft. 
Frequently balances are maintained in different cities 
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merely to take care of draft requirements. In such cases 
the loss of interest occasioned by their balances becomes a 
part of the cost of drafts and should be so considered. In 
any case interest should be computed on the average amount 
required for draft purposes and included in the cost of 
drafts. If cashiers’ checks and drafts are handled in the 
one cage, the combined total of the two can be divided in 
the cost of that cage. That cost will be 


Rent of space occupied 

Salaries of persons employed 

Cost of stationery, including registers, checks ete. 
Portion of officer’s time for supervision 

Portion of the general expense. 


Then after the physical cost of both have been ascer- 
tained, the loss of interest cn the balances required for 
drafts will be computed. The number of drafts issued 
during the year will then be divided into this interest 
amount and that cost added to the physical cost of the 
drafts only. 


Collections and Coupons.—The collection of drafts and 
coupons is individual with banks to a greater extent than 
most item costs because of the wide variety of methods of 
handling them. If coupons are all handled merely through 
the tellers’ cages and there is no separate collection depart- 
ment then the most accurate way is to include them with 
the items as shown in the July article. If this is done the 
units in coupons will be ascertained in the same way as 
explained in that article. In the bank from which the unit 
ratios illustrating that article were taken, the coupon ratio 
was 14.71. If this is done, however, cost of registered mail 
must be added to the item cost thus found. The cost of 
making out the ownership certificates can be, and in the 
vase cited are, included in the unit ratio. The cost of draft 
collections will be the number of drafts handled divided into 
the costs. These costs will include 


Draft teller’s time. 

Rent draft teller’s cage 

Messenger’s time employed on draft collections 
Portion for supervision 

Portion of telephone, light, general expenses, ete. 
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EXHIBIT V. 


Both in the coupons and draft collections, the costs are 
only for the establishing of minimum selling prices. Actual 
selling prices will be predicated somewhat on the amount 
even though the cost of collecting may be no greater for a 
large amount than for a smaller one. In fact it may be less. 
Selling psychology enters in, however, and more can _ be 
charged for collecting a large amount than for a small one. 
A maximum should be placed on such charges. For ex- 
ample coupons could be 25 cents for first coupon and 5 
cents for each additional coupon of the same issue having 
the same maturity, with a maximum of 50 cents in such 
‘rases. In the matter of collection of drafts, the charge 
should be on a sliding scale. For example 15 cents per 
$100 for the first $1000,—10 cents per $100 for the next 
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$1,000—5 cents per 100 for the next $1000 and over, special 
charges being made for large amounts. 

In case of $100,000 draft for instance $51.50 might 
be too high. Therefore in cases of large drafts such as this 
the charge should be based on the amount of work involved. 
One customer paying more for the collection of $100,000 
than another because the collection involved more work. 
A greater profit over cost, however, should be charged for 
the large amounts than the smaller ones. If collections 
are an important item with the bank then a separate de- 
partment should be maintained. In that case a record 
should be made by those employed in the collection depart- 
ment of the time occupied in the various types of collections 
such as drafts, installment collections, coupons ete. The 
total cost of the department will then be divided between 
these types in accordance with that time. The cost of each 
will be then the number of each class of transactions di- 
vided into their respective proportions of the total depart- 
ment expense. 

Here again the department must be charged with its 
share of the supervision expenses or the costs will be under- 
stated. As the collection records found in banks are fre- 
quently inadequate, a good form for the smaller banks is 
illustrated here as Exhibit “V.” This form is simple and 
sasily operated. It is made in duplicate with perforations. 
The copy headed “collection department” going with the 
item. The original marked “credit memorandum” going to 
the customer. The copy of the “credit memorandum” 
going to the bank’s bookkeeping department. The copy of 
the “collection department” remaining in that department 
as a permanent record. 


eH ty 





Cleveland Trust Company Ready for Loans 


Announces Ample Loans Available for Refinancing, Rebuilding 
and Buying Homes and Other Residential Property 


announced that in co-operation 

with some of the largest insurance 
companies and the Federal Housing Ad- 
ministration, it can now make available 
ample loans for refinancing, building 
and buying homes and other residential 
property. 


[Te Cleveland Trust Company has 


H. R. Templeton, vice-president in 
charge of the real estate loan department 
of the bank, stated that the bank will 
now actively seek a large number of 
loans for construction of homes as well 
as refinancing. “This program will add 
further strength to the already improved 
real estate market and stimulate the em- 
ployment of labor and the purchase of 
materials,” he said. “It makes housing 
loans liquid in the hands of banks quali- 
fied under the Housing Act. It is also 
already attracting substantial amounts 
which insurance companies generally are 
seeking to employ safely and profitably.” 

The new plan makes available loans 
insured by the FHA, larger than the 
former restricted percentage of ap- 
praisals, for the purpose of refinancing 
existing mortgages, buying new property 
and building. The percentage loaned 
will in each case depend on the location 
of the property, the circumstances of the 
borrower, and other factors; and no 
more than $16,000 may be loaned on 
any one property. However, the old 
second mortgage, with all its costly evils, 
should be largely displaced and made un- 
necessary: in fact with FHA loans no 
other lien can be placed on the mort- 
gaged property. The new mortgages 
may be retired in monthly payments 
over several years, with a maximum of 
20 years. The interest rate is 5 per 
cent. plus Federal Housing Administra- 
tion insurance premium of !/ per cent., 
and service charge of 1/4 per cent., mak- 
ing a total cost of 6 per cent.; and that, 
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with taxes and fire insurance premiums, 
is included in the monthly payment. 
The main qualifications are that the bor- 
rower shall own a substantial equity in 
the property and have an earning ca- 
pacity sufficient to meet the monthly 
payments. The advantage of the monthly 
payment plan is that all the payments 
due are wrapped up in a single “pack- 
age” of convenient size, thus doing away 
with the difficulties of meeting several 
large items like taxes, interest, etc., at 
different times. 

“Smaller properties are selling below 
their sound values,” said Mr. Temple- 
ton. “This is a good time to buy for 
investment and residence purposes. It 
is a good time to build, with land values 
lower than they have been in many 
years. It is a good time to improve 
property for future needs. Taxes in 
some cases have been reduced. Financing 
is available more readily than it has 
been in some years. Exceptionally 
sound value can be obtained in a home 
today. 

“There is enduring fundamental value 
in well-selected Cleveland real estate 
that weathers both good and bad times. 
The Cleveland Trust Company has al- 
ways been a firm believer in these funda- 
mental values and has always backed up 
that belief by loans on greater Cleve- 
land homes and buildings. The bank’s 
conservative appraisals have consistently 
promoted safety and _ satisfaction for 
both borrower and bank. 

“We believe in Cleveland. We be- 
lieve in its soundness and in its future. 
We have been a part of it for 40 years, 
encouraging thrift and home ownership 
among its citizens, progress and growth 
among its businessmen. We believe the 
time is here when those who are entitled 
to own homes, should be given the op- 
portunity to buy or build.” 





When Bankers Speak Out 


HIS magazine has offered its columns to readers for the frank expression of 
their views on R. E. Doan’s plan for a national co-operative bank advertising 
campaign, as detailed in his article “Banker! Speak Out!” which appeared 


in the August issue. 


speak out! 


AMERICA LOVES A FIGHTER 
“Congratulations on a real construc- 
tive job. It seems to me that everyone 
in the banking fraternity has been wait- 
ing for someone to take the initiative in 
suggesting a definite plan for getting co- 
operation of the bankers of the country 
in a program of public education. This 
should meet with an enthusiastic re- 


sponse. 

“The proper kind of program based 
on advertising in the newspapers, na- 
tional magazines and the radio should 
have a twofold effect on the public. 


First, it would eliminate suspicion and 
misunderstanding through education. 
Second, it would gain the respect and 
confidence of thousands simply because 
of the fighting spirit being shown by 
the bankers. America loves a fighter. 
“Let us hope that not many weeks 
pass until the people throughout this 
country will be receiving the banking 
information for which they are starv- 
ing today. It will be easy to postpone 
doing something definite but there is 
only one way to get the results needed 
and that is by ACTION.” 
GRANVILLE B. JACoBs, 
One Wall Street, 
New York City. 
PUBLIC WILL SOON FORGET BANKING 
TROUBLES 


“IT am sorry to say that I cannot fully 
agree with your proposal about a co- 
Operative educational advertising effort. 

“While I agree with you that the 
mystery should be taken out of bank- 
ing, and that the public should be in- 


Following are a number of comments received to date. 
will welcome your letter of comment for this monthly Forum. 


We 


Mr. Banker, 


formed about the manner in which the 
banking business is conducted, and why 
certain charges and procedures are nec- 
essary, I believe that this is a problem 
for every individual bank to solve in 
its own way, and to decide for itszif 
whether it is advisable to do it through 
advertising, direct mail, personal inter- 
views, articles in the press, or other 
media. I doubt very much, however, 
whether the public is really as inter- 
ested in these subjects as some would 
have us believe. I am inclined to think 
that what the community primarily de- 
sires is good banking service, and that 
it is by rendering such service that a 
bank can lay a sure foundation for 
steady and continuous growth. 

‘Much has been said about the loss 
of public confidence in banks. Most of 
these statements, however, emanate from 
public relations counsellors who are evi- 
dently endeavoring to create a field for 
their services. The deposit figures of 
banks throughout the country, during 
the last eighteen months or so, would 
certainly not indicate any loss of con- 
fidence. The banking fraternity did go 
through a trying period four or five 
years ago, but conditions are obviously 
mending themselves at a fast pace, and 
given a fair degree of business pros- 
perity in the next two or three years, 
it is my belief that the public will soon 
forget the banking troubles of 1929- 
1932. 

“I might add that this very proposal 
contained in your article was placed be- 
fore the New York Financial Adver- 
tisers about fifteen months ago. It was 
voted down for the verv reasons given 
in this letter, namely, because it was 
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felt that there was really no need for 
such co-operative efforts.” 
WILLIAM G. Rage, 
Vice-President, Manufacturers 
Trust Company, 
New York City 
IMPORTANCE OF PUBLIC OPINION .. . 

“The writer attempted some years 
ago to interest the F.A.A. and, through 
some of our officers here who were 
members of the Executive Council of 
the A.B.A., that organization as well, 
in a plan somewhat similar to what is 
outlined by you in THE BANKERS 
MAGAZINE. 

“At that time I did not get very far 
with the idea in either organization. 
I trust you may be more successful in 
your plans, for the experience of the 
past four or five years may prove help- 
ful and awaken the bankers of the 


country to an appreciation of the im 
portance of public opinion and under’ 
standing and help to remove the inertia 


with which the idea met when I was 
taking an active interest in it. 

“Don’t let me discourage you, for I 
am, personally, for the plan, as the above 
will indicate, and I do know that there 
has been a greater appreciation more re- 
cently by the A. B. A. of public rela- 
tions, which might indicate that the 
time is opportune for a follow-through 
for a national campaign for enlightment 
with reference to banking.” 

C. H. WETTERAU, 

Vice-President, The American 
National Bank, Nashville, 
Tenn. 


CONSTRUCTIVE AND CONSISTENT . 


“Among intelligent bankers the coun- 
try over there should be no question that 
a very comprehensive educational pro- 
gram is necessary to restore the com- 
plete public confidence on which the 
entire future of the present banking sys- 
tem depends. The idea which you sug- 
gest for a national advertising program 
in the interests of bettering the rela- 
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lations between banks and the public 
seems very constructive and consistent 
with the progressive steps which have 
been taken by the nation’s banks during 
the past few years. 

“Banking has certainly come a long 
way since the day when pedestrians 
used to walk on the other side of the 
street from the forbidding looking build. 
ing over which the black-scowled and 
black-coated banker ruthlessly held sway. 
With the passing of years banks and 
bankers have come more and more out 
into the open under stress of competition 
and of changing conditions. The past 
few years have proved that this progress 
has hardly been sufficient to insure the 
confidence of depositors that banks are 
being operated for their benefit rather 
than for that of the stockholders or the 
officers. 

“It is very timely that a well-planned 
advertising program be instituted as soon 
as possible so that any further resent- 
ment on the part of the public against 
the ‘overbearing policy of banks’ should 
be avoided. The justification of service 
charges would be combined in this cam- 
paign so that the public would readily 
acknowledge their need and fairness. 

“The idea for such a widespread pub: 
licity campaign should be heartily en 
dorsed by all institutions who have been 
compelled to assume a national scope of 
responsibility through their interest in 
the Federal Deposit Insurance Corpora 
tion, if only to protect the contribution 
which they have made to the stability of 
banks which are located thousands of 
miles from them. 

“There appears to me to be no doubt 
of the success of your proposed plan 
provided that every bank in the country 
can be allied with the program and can 
be brought to appreciate the national 
responsibility which each individual bank 
has in inspiring greater confidence in 
our present banking system which, in 
the last analysis, is at the mercy of the 
emotional reaction of the public. Once 
the favorable trend of this has been lost 
all the lobbying in Congress and all the 
confidence-inspiring statements of the 
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country’s financial leaders will be worth 
nothing. 

“In keynoting the proposed campaign 
it would of course be essential that the 
tangible services and facilities offered by 
banks under the present system be very 
forcibly stressed. I was somewhat dis- 
appointed that space limitations did not 
allow you to enlarge more fully on the 
importance of this point in your article 
I think you will agree that the man in 
the street and the man in the field 
are unendingly tired of mountains of 
figures.” 

FRANK L. HILTON, Jr., 
Assistant to the vice-president, 
Recordak Corporation, New 
York City. 


THOROUGHLY IN ACCORD . 


“I surely am interested in ‘Banker! 
Speak Out!’ And I wish to compliment 
you on your choice of Mr. Harrison 
Jones’ address as the basis for your 
article. I might add that I have re 
read Mr. Jones’ speech several times, and 
each time I become more firmly con- 
vinced of the wisdom in his remarks. 

“You certainly deserve credit for 
carrying on in a practical way to bring 
national co-operative advertising to the 
attention of all bankers. 

“I am thoroughly in accord with the 
statements in your article and will 
gladly recommend your program for 
consideration by this bank. Please ac- 
cept my very best wishes for the suc 
cessful outcome of your endeavor.” 

J. F. CornELIus, 
First National Bank, 
Spokane, Wash. 


TOO MUCH DELAY WOULD BE DAN- 
GEROUS . 


“Your plan for a national advertising 
campaign designed to better inform the 
public on the problems as well as the 
good points of the banking profession 
seems to me to be particularly appropri- 


ate at this time. It should be done now 
and it should be pushed vigorously by 
the banks themselves. Too much delay 
would be actually dangerous. 
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“You have read my views on the 
banking situation and you know that I 
favor certain reforms in the system un- 
der which we are now operating. I 
have also said repeatedly that my ideas 
on this subject may be wrong, but what 
I consider most desirable is an exchange 
of views on the part of the bankers 
which will lead to the proper solution of 
the whole problem. Perhaps my solu- 
tion is not the one that should be used, 
but unless others come forward with 
suggestions we shall be doomed to con- 
tinue the system which obviously leaves 
us in a less defensible position with each 
recurring depression. I have said and 
I repeat that I do not believe that our 
private banking system can survive an- 
other depression such as the one we have 
just gone through, unless it is fortified 
and strengthened for that depression. 

“Regardless of the plan we follow, 
even in case no changes are made, it is 
imperative that the banks carry their 
message to the people and tell the people 
what they are honestly and conscien- 
tiously trying to do for business as a 
whole. Half-hearted local efforts along 
this line have already failed. We must 
have a determined national program sup- 
ported by all of the bankers and devoted 
to the common interest. It has been 
said, perhaps truthfully, that bankers 
cannot work together; that selfish in- 
terest will break up any effort toward 
co-operative action. I hope that this is 
not true and that all the bankers in the 
country can realize that the only hope 
we have of correcting the false impression 
that now exists is through united and 
determined effort. 

“Congratulations on your article which 
so well outlines the problem and _ its 
solution. May your plans meet with 
the good luck that they deserve.” 

W. L. GRreEcory, 
Vice-President, Plaza Bank, 
St. Louis, Mo. 
THE ONE 


PRACTICAL SOLUTION 


“I believe that the plan of action you 
suggest which would result in definite 
co-operation between the Public Educa- 
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A Scientific 
Banking System 


By Newron D. ALLING 


Past President, American Institute of Banking 
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HE author of this new thought- 

provoking pamphlet believes 
that this country will never have 
an efficient banking system until it 
is recognized that “banking” and 
“financing” are two entirely sepa- 
rate functions. The remedy is to 
take the investment business from 
the banking business. In this mono- 
graph he explains exactly how his 
plan would operate. 


Price 50c 


os 


Bankers Publishing Company 
465 Main Street 
Cambridge, Mass. 


tion Commission of the American 
Bankers Association and the Financial 
Advertisers Association in the handling 
of a nation-wide and consistent banking 
publicity effort is the one solution which 
can be made practical. 

“For a long time we have, as you have 
stated in your letter, along with others 
in various territories, been attempting 
to tell our story, but when this story is 
told over the name of an_ individual 
bank or a small group of banks it always 
seems to carry less actual weight than 
when it is told by a national association. 

“I believe that the results obtained 
by certain of the associations, some of 
whom you mention in your article, could 
certainly be considered to have been 
successful. 

“Many of us have, for years, been 
insisting that banking has a story to tell 


and an interesting one. Without doubt 
the telling of this story through the 
offices of the American Bankers and the 
Financial Advertisers associations would 
do much to reinstate banking to the posi- 
tion it once held. 

“I will be very glad to take up this 
matter with our local Clearing House 
Association and will thereafter inform, 
at once, the secretary of our state 
bankers association as to the result of 
our meeting.” 

G. Frep BERGER, 
Treasurer, Norristown-Penn Trust Co., 
Norristown, Pa. 


INCLUDE TRUST SERVICE IN 
PROGRAM 


“The plan proposed in your article 
not only appeals to me, but appeals to 
every officer in this bank. I am, of 
course, personally interested in seeing 
that such a program would be extended 
in the field of trust service, pertaining 
to which there is also a woeful lack of 
understanding. You may, therefore, 
count upon me for whole-hearted sup- 
port in this worthwhile endeavor.” 

H. F. FEucuHrT, 
Trust Officer, The American Nationa! 
Bank, Denver, Colo. 


fe) 
— 


BANKERS AND BUSINESS MEN 
TO CO-OPERATE 


BANKERS are often asked, and ask each 
other, just what place their profession 
is likely to occupy in the period of na- 
tional development which lies imme- 
diately ahead of us. My belief is that 
this era will be characterized by close 
co-operation—closer than ever before 

between banking and business; that 
bankers will maintain closer contact 
with business problems and that busi- 
ness men will know more about bank: 
ing than heretofore-—Rudolf S. Hecht. 
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What’s Y our Bank Doing? 


If your bank has not yet been mentioned 
in this “In the Month’s News” department, 
please check up immediately and see if we 
are on your publicity mailing list. 

1. We want to publish items about your 
bank. 

2. You want to see your 
in print. 

3. The banking fraternity wants to read 
what your bank is doing. 


Banking Bill Now Law 


Considering the long-drawn out controversy 
over the new Banking Act of 1935, its stern 
foes, and unbending advocates, it seems 
next to a miracle that it is now a law. Men 
and weather were against it, but the weather 
beat all hands into subjection in the end, 
the ultimate result being far better than 
had ever been hoped for—all sides well- 
satisfied with the new law. The bill passed 
House and Senate, the latter with unprece- 
dented speed on August 19, and was imme- 
diately put into shape for a ceremonious 


bank activities 


signing by the President—another  well- 
satisfied party. 

Of course the reason for these satisfied 
looks all-round is that the bill had under- 


gone several changes in conference commit- 
tee since previously passing the House. Rep- 
resentative Steagall, though a foe of a uni- 
fied banking system, sees victory for his 
ideas in the fact that the date on which 
hanks with average deposits of $1,000,000 
must join the Federal Reserve System or 
lose their deposit insurance has been ad- 
vanced from 1937 to 1942. He made the 
statement that the bill is “fully in harmony 
with the advanced policies of the Adminis- 
tration,’ but seems to derive his satisfaction 
from the fact that “there’s many a slip 
‘twixt the cup and the lip,” believing that 
much might happen before 1942. 

Governor of the Reserve Board Eecles, 
though reserving expression of his views un- 
til the President’s signing, is reported well- 
pleased, believing the bill to be a long step 
toward his ideas of centralization. Chair- 
man Jesse Jones of the Reconstruction Fi- 
nance Corp. believes that the compromises 
made have been along safe lines. Senator 
Glass is well-satisfied with the representa- 
tion of bankers on the open market com- 
mittee. 

The “New York Times,” however, in edi- 
torial comment believes that the victories 
won by the House and Steagall are “nearly 
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all of them for the worse.” Concerning the 
1942 limit for insured banks to join the 
Reserve System the “Times” says: “Thus 
a partial victory has been won for provin- 
cialism, and for preserving a dual banking 
system subject to forty-nine different laws 
and without uniform standards of sound- 
ness and liquidity.” 

Chief features of the new law are: 

An open market committee has been set 
up, consisting of seven members of the Re- 
serve Board and five representatives of the 
Reserve Banks empowered to control credit 
fluctuations by purchase and sale of Gov- 
ernment securities on the open market by 
the Reserve Banks. The bonds cannot be 
bought direct from the Treasury. 

On Feb. 1, 1936, the Federal Reserve 
Board is changed to the “Board of Govern- 
ors of the Federal Reserve System” with 
each of the seven members a “governor,” 
receiving $15,000, and serving for fourteen 
years. The Secretary of the Treasury and 
Comptroller of the Currency, now ex-officio 
members of the present board of six, are 
removed. The President selects a chairman 
and vice-chairman, instead of the present 
governor and vice-governor, to serve for 
four years. 

Heads of the twelve Reserve Banks will 
now be known as “President” instead of 
“governor,” and will be chosen for five-year 
terms subject to approval of the Reserve 
Board. 

Existing statutory 
ling maintenance of reserves against de- 
posits are retained as a further check 
against use of banks’ funds for speculation, 
Through a vote of not less than four of the 
seven Reserve Board members the existing 
reserve requirements of 7, 10 and 13 per 
cent. may be doubled but cannot be de- 
creased. 

Under Reserve Board approval rediscount 
rates may continue to be changed, as in the 
present law, but the rates must be stated 
every fourteen days or oftener if required 
by the Board, which can disapprove the 
proposed rates or alter them. 

The temporary law expiring Aug. 31, in- 
suring bank deposits fully up to $5000, is 
made permanent. Participating banks are 
assessed one-twelfth of 1 per cent. of their 
total deposits annually in order to make up 
a fund. 

State banks organized after the bill be- 
comes law must join the Reserve System by 
July 1, 1942, or lose the benefits of deposit 
insurance, , 

Federal Reserve Banks may make loans 
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on paper otherwise described as ineligible 
but with a provision that the loans shall not 
be for more than four months and that a 
penalty in the way of interest of not less 
than one-half of 1 per cent. shall be added. 
Eligible paper would not have to be first 
exhausted before loans could be made on the 
other class. 

Bankers may serve simultaneously on the 
boards of not more than two banks but this 
shall be at the discretion of the Reserve 
Board. 

National .banks- may make real estate 
loans not to exceed 50 per cent. of ap- 
praised real estate values-and limited to 
five years. If the loan is secured by an 
amortized mortgage, providing for 40 per 
cent. retirement in ten years, the loan may 
be made up to 60 per cent. 


Banking and Fishing 


Banking and fishing were considered an ex- 
cellent combination by the Ocean County 
Bankers Association in New Jersey. Weather 
was good, fish were plentiful, but so were 
the breezes and the white-caps. The conse- 
quences were “slight” illnesses, and a miss- 
ing fish course at dinner. However, the 
banking part of the meeting was successful, 
as Leslie G. MeDouall, president of the 
New Jersey Bankers Association, gave ex- 
cellent advice in his address. He stressed 
the point that to be sound banking must be 
profitable, and urged uniform nation-wide 
action with respect to interest rates on time 
deposits and service charges on checking 
accounts. He asked the banks to support 
his proposal that they act as receiving sta- 
tions for sales tax payments, and pointed 
out that this may be a means of recovering 
contact with many merchants who have 
never re-established banking relations since 
the bank holiday. He expressed the hope 
that at a future time all banks would ecol- 
lect taxes on a fee basis. 


Carrying On 


Business carried on as usual even though 
the assistant cashier of the First National 
Bank of Forest, Ohio, got her dates mixed. 
The young lady confused Tuesday with 
Saturday, setting the time lock on the vault 
so that it remained closed until Thursday. 
But the bank did business with what cash 
eame over the counter on Wednesday, and 
we hope that it received a lot of publicity 
in the home town for the safety of its time- 
lock system. 
—@— 


The key to the main vault of the Citizens 
Bank of Nahunta, Ga., went on a vacation 
in the pocket of the manager. All the time 
locks functioned as usual, but the human 


element which in the last analysis controls 
all machinery failed temporarily. After a 
long distance call and with the help of the 
United States mails the key returned from 
its short vacation. Money supplied from 
a nearby bank however caused only a few 
hours’ delay in the business of the bank. 


East and West Meet 


The East and West, at least in the United 
States, are being made to meet, contrary 
to Rudyard Kipling. James Ringold, vice- 
chairman, and for many years president of 
the United States National Bank of Denver, 
Colorado, has been elected president of the 
Kirst Mechanics National Bank of Tren- 
ton, New Jersey. Mr. Ringold succeeds 
Harold Ray, who will resume his former 
post as executive vice-president. Mr. Ray 
has been serving as president since the resig- 
nation of former Governor Edward (C. 
Stokes, who continues as chairman of the 
board. Mr. Stokes formerly held both posi- 
tions. 


—@©— 


Returning to Portland, Maine, from North 
Dakota, Samuel L. Allen leaves his position 
as executive vice-president of the Merchants 
National Bank & Trust Co. of Fargo, to 
become president of the Portland National 
Bank. Though born in Maine Mr. Allen 
has held several important positions in the 
West. He was supervisor of banks affili- 
ated with the First Bank Stock Corp. of 
Minneapolis, executive vice-president of the 
Aberdeen National Bank in South Dakota, 
and manager of the fiscal department of 
the Federal Reserve Bank of Minneapolis. 


—@— 


Ira H. Potter, formerly president of the 
Bank of South San Francisco, and also at 
one time vice-president of the St. Joseph 
Stock Yards. Bank in Missouri, has joined 
the staff of the Bank of America, the state 
affiliate of the Bank of America N. T. & 
S. A., in its business extension department. 


Checking Charges 


A year ago the Amalgamated Bank of New 
York put in force a service charge schedule 
without giving formal notice, but when 
questions were raised the vice-president and 
cashier, James B. Murray, talked with, and 
sold it to the customers. This bank uses 
a flat charge of five cents in general to 
eover the cost of handling any item, either 
deposit or withdrawal. On balances up to 
$300, deposit charge or withdrawal charge 
is five cents. From $300 to $1000, deposit 
charge is three cents, and withdrawal charge 
is 5 eents; above $1000, deposit charge is 
2 cents, and withdrawal charge is 4 cents. 
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For balances below $100 there is a base 
eharge of 75 cents, and a minimum charge 
of $1, for which the customer is entitled 
to five items, additional items costing 5 
cents each. 

=e 
The Greenpoint Savings Bank of Brooklyn, 
N. Y., has started charging its customers 
five cents for each check issued. “For sev- 
eral years,” says the bank, “we have been 
issuing checks to residents in this neighbor- 
hood, for their convenience in paying bills 
and the demand for this accommodation has 
grown.” 

—@— 
When checking account charges were 
adopted in Newark, N. J., deposits began 
to flee to the suburbs. The clearing house 
association of the Oranges however has rec- 
ommended that its member banks raise their 
tates to those adopted by Newark banks, 
and this tendency will probably increase in 
the suburban banks. But a number of 
bankers are still outspoken in criticism of 
the action by Newark banks, believing that 
it will work ultimately to their disadvan- 
tage. 


Crime 


It worked! A push-button apparently con- 
trollmg an electric fan at the desk of one 
officer in the Citizens and Southern National 
Bank of Atlanta, Ga., was pushed by an- 
other officer, but nothing happened. The 
officer went for a cooling draft of water, 
since he could not have the cooling draft of 
air. When he returned the desk and other 
parts of the bank were swarming with ex- 
cited policemen looking for the hold-up. 


—@©— 
Three bandits, brandishing guns, rushed 
from an automobile to the door of the 


Mount Prospect State Bank, Mount Pros- 
pect, Ill, They were stopped by a locked 
door and a small white ecard, reading, “Out 
to lunch, back in half an hour—eashier.” 
on 
Personal bravery and bluffing by Howard 
Warner, cashier of the Broad Brook Bank 
& Trust Co. of East Windsor, Conn., 
foiled two bank robbers. When entering 
the bank at 8:30 he was met by the men 
who ordered him to open the vaults in five 
minutes. He flatly refused, casually laying 
aside a brief-case he was earrying, which 
contained $8000 in registered mail, the rob- 
bers paying no attention to the case. After 
a brief argument the men drove away. 
a 


An assistant eashier, Fred Kirk, of the 
Peoples Bank of: Collierville, Tenn., averted 
@ hold-up in his bank by three bandits, by 
jocking himself in the. bank vault. 
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Figures compiled by O. B. McClintock Co.; 
manufacturers in Minneapolis of bandit 
barriers and burglar alarms, show that 13 
banks in 13 states were attacked by bandits 
in June. Eight of these were successful. 
This was a decline over May, when 27 at- 
tacks occurred in 19 states, of which 23 
were successful. Of the June attacks 7 
were’ daylight robberies and all were suc¢- 
cessful. Of 6 burglary. attempts only one 
succeeded. The average loss was $2811, A 
frustrated burglary attempt in New Mexico 
brought the number of bank crimes for the 
first half of the year to.35.. 
i 

If potential bank robbers will read the ad- 
vertising of the South Dakota Bankers As- 
sociation, they may be persuaded to change 
their occupation. ‘This association is doing 
excellent work in displaying in banks 
placards to identify criminals. The princi- 
pal feature is a group of four pictures of 
apprehended bank criminals, with the fol- 
lowing message: “These young men were 
recently given life terms in the South Da- 
kota Penitentiary for a bank holdup which 
netted them only $300 each. Since all banks 
in the state are under agreement to keep 
their surplus cash under time lock during 
banking hours, the amount available in a 
robbery is not worth the risk.” In large 
red letters are printed’ the words: “Crime 
Does Not Pay,’ “Warning” and “Life Im- 
prisonment,” with a statement that “the 
South Dakota law provides only one penalty 
for bank robbery, and that is life imprison- 
ment.” 

—©— 
police work in the apprehension. of 
bank criminals is also being stimulated by 
the South Dakota association, by the award- 
ing of special police revolvers. The first 
presentation to policemen was made in ree- 
ognition of their arrest of three of the four 
handits who held up a bank on: June 15, 
Fifty-four banks of the association have 
contributed to keep up this work. 


—o— 


Good 


Lower bank insurance rates against robbery 
are being sought in Oklahoma by its bank- 
ers association. This campaign is based on 
the fact that the state appears to have de- 
creased these robberies considerably. There 
have been only 9 hold-ups in the state so 
far this year as against. 25 robberies in 
previous records. 


—@)— 


Constant good work is going on in various 
states in the apprehension and conviction of 
bank robbers. Wisconsin recently sentenced 
two to a term of 15 to 40 years for a bank 
hold-up. Another found guilty of holding 
up a bank messenger received 3 to 20 years; 
Two Seattle, Washington, robberies :-were 
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solved by confession. Two men found in 
Ohio have been returned to Tennessee for a 
branch bank robbery. In Fort Smith, Ar- 
kansas, a man is being held for participa- 
tion in a bank robbery. Two suspects have 
been picked up in Minnesota who, it is be- 
lieved, have been in Wisconsin bank raids. 


In June and July varying types of bank 
crimes were committed in the following 
states: 

A neatly dressed youth took $300 in 
money from the manager of a branch in 
Hollywood, California, at the point of a 
gun. 

Two armed bandits robbed an Iowa bank 
of $1300, forcing two employes and two 
customers to lie on the floor, while they 
looted the bank. Three nattily dressed ban- 
dits in dark glasses robbed another Iowa 
bank, taking a vice-president with them as 
hostage, but releasing him a bloek away. 

At a later date, on August 5, two men 
held up a Des Moines, Iowa, bank, escaping 
with between $500 and $1000. Two em- 
ployes were also.taken as hostages and 
released five blocks away. 

Worcester, Massachusetts, 


had its first 


robbery when $11,000 in cash was lost, a 
$1000 stock 
diamond ring. 

A Nebraska bank was held up by three 


certificate, and the cashier’s 


men, but the loss was only $786, as the 
bank was operating with a minimum coun- 
ter exposure. Another Nebraska bank was 
entered by two bandits, carrying a sub- 
machine gun, threatening death to employes 
and customers. $4922 in cash was taken 
from the vault, cleaning out the bank en- 
tirely. While waiting for the time lock to 
go off they slugged the assistant cashier 
with a revolver butt, and robbed the other 
employes and customers, locking all in the 
basement before leaving. 

Five bandits with one machine gun took 
$15,000 from a New York State bank, hold- 
ing fifteen persons in subjection. 

A North Dakota bank lost $1200 to three 
men, who fled after firing shots to halt a 
farmer customer who had refused to lie 
down even after being hit on the head. The 
trio resembled a description of men who 
had robbed another North Dakota bank the 
week before, gaining nearly $2000. 

Three armed men held up a Florida bank, 
escaping with nearly $500, all the loose cash 
available. They threatened to kill the eash- 
ier unless he opened the vault, but he finally 
convinced them that he was unable to do so 
because of the delayed time lock. 

A bank in Chester, Pennsylvania, suffered 
a loss of $63,325 taken by five men. A 
Scranton bank in the same state also lost 
$10,000 to a band of five men, who deserted 
their own ear, held up a motorist, and fled 
in that automobile. 
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Two bandits held up a Virginia branch 
bank escaping with almost $3000. One was 
said to have had a machine gun. 

A girl blockaded traffic in a Wisconsin 
town to aid two robbers holding up the bank 
with a gain of $900. Frightened by the 
burglar alarm they finally fled, followed by 
the girl. Two bandits took $1000 from 
another Wisconsin bank, They tried to 
force the cashier to open the vault, but gave 
up when he said it was under a time lock. 

Four men were frightened away from the 
roof of an Arkansas bank, but officers seized 
their automobile which was loaded with 
guns, ammunition and nitroglycerine. 

a 

A time lock and minimum counter exposure 
saved three of the above banks from addi- 
tional loss (not to. forget the farmer who 
fled in spite of being hit on the head and 
pelted with bullets). It is well for officers 
of banks to be constantly on the alert for 
means to avert large losses. The methods 
used by the bandits listed above may help 
banks in surrounding districts to be more 
suspicious, and to learn and to use every 
available means to thwart robbers if they 
appear. 


Deposit Insurance 


The Federal Deposit Insurance Corporation 
in the fiscal year ended June 30 made a 
profit of $4,716,409 after paying all oper- 
ating expenses and allowing for losses in 
nineteen closed banks, according to its an- 


nual report. 

—~@— 
The FDIC closed its fiscal year with 14,279 
of the country’s 15,801 banks enrolled as 
members and with approximately $18,000,- 
000,000 of the $41,000,000,000 on deposit 
in the member banks fully protected by 
Federal insurance. 

a 
Twenty-two insured banks having total de- 
posits of $3,758,000 have closed since the 
FDIC was formed on Jan. 1, 1934, and of 
these nineteen have been placed in liquida- 
tion. The FDIC, which insures up to $5000 
on each account, had gained $2,760,000 
in these nineteen banks and 26,000 deposi- 
tors found themselves protected for 99 cents 
on the dollar, at least. Although the FDIC 
had to assume a $2,760,000 liability in the 
nineteen banks, it hopes to reduce its net 
loss, including expenses, down to $1,568,053 
by reeoveries on the banks’ assets. 

=o 
A table showing that only twenty-two in- 
sured and fifty-one uninsured banks have 
closed involving an aggregate of $40,000,000 
in deposits since the FDIC was created was 
included in its annual report. In contrast 
the table showed that between 1921 and 
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1930 an average of 707 banks holding $247,- 
883,000 in deposits closed each year. 
iS 

The FDIC draws no basie distinction be- 
tween the deposits made by banks in other 
banks and the deposits made by the indi- 
vidual, in so far as guaranteeing payment 
should the institution fail. But the officials 
do draw a sharp distinction on the basic 
purpose, or reason, for the deposit. Is ita 
bona fide deposit? Or, is it a borrowing 
of funds disguised as a deposit? (This lat- 
ter is to be discouraged.) The question of 
banks placing their funds with other banks 
in order to secure the protection of the 
FDIC has come to the attention of the 
corporation’s officials and they have stated 
the following rule: 

1, “If pure depositing, as between banks, 
insurance protection is given.” On the 
other hand: 

2. “If the transaction is ‘colored’ by is- 
suance of a time certificate of deposit, not 
having all the incidents necessary to con- 
stitute a bona fide deposit, the amount is 


not protected.” 
a 


Protection of long-term savings through 
the insurance of thrift institutions of the 
building and loan type has been extended 
by the Federal Savings & Loan Insurance 
Corp. to Federal and state-chartered savings 
and loan associations. 


Business Men Say 


Pertinent questions on banking caused 
“Modern Finance” to send a questionnaire 
to business men and the summarized results 
show that business men are opposed to 
changing the basis for deposit insurance 
premiums to the “all-deposit” basis; that 
they favor an extension of the Administra- 
tion’s control over the Federal Reserve 
Board and the banking system, and that 
they are against the proposal to permit 
hanks to underwrite securities without the 
liability corresponding to that of other un- 
derwriters. The percentages from which 
the above conclusions were drawn were 61 
to 63 per cent. 


Bank Loans 


Liberalization of Federal Housing Adminis- 
tration regulations, and broadening credits 
to include electrical equipment have resulted 
in the number of home modernization loans 
in July almost doubling any preeeding 
month in the business of the Morris Plan 
Bank of New York. Personal as well as 


business loans also increased. 


oO 


The Mutual Bank & Trust Co. of St. 
Louis, Mo., has recently inaugurated a new 
form of trust agreement for the investment 
of funds in 5 per cent. mortgages insured 


« 
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by FHA. The investment service will be 
available upwards from a minimum of 
$5000. In the event installments are not 
paid promptly, the United States will re- 
place such securities with 3 per cent. bonds 
unconditionally guaranteed as to principal 
and interest. 


—@)— 


“Advertising for loans is no new procedure 
for us,” says J. Everett Henley, advertising 
manager of the American Trust Company 
of Charlotte, N. C. “But this spring we 
decided to be even more direct in appeal. 
We compared the banking business to other 
business, and showed that there were many 
similarities between selling bank loans on 
our part, and towels, pipes or what-not on 
any other company’s part. Every effort 
was made to avoid the somewhat apologetic 
attitude of some bank loan advertising. We 
frankly admitted that we were in business 
to make loans because our income largely 
depended upon>them. We invited businéss 


men to feel as free to discuss loans with.! 


us as they would to considera purchase of 
new merchandise or new equipment for 
their store or plant.” 


©) — 


The 1,000,000th loan of the Industrial Mor- 
ris Plan Bank of Detroit, Mich., was cele- 
brated by the directors of the bank enter- 
taining the Officers ‘and employes at the 
Lochmoor Country Club. 


~@O— 


A small loan’ ‘service, permitted under a 
new Ohio law, will be' provided by the Fifth 
Third Union Trust Co. of Cincinnati, after 


September ‘1. 


—@O— 


In a radio talk, Edward J. Noble, president 
of Lifesavers, Inc.; and a member of the 
industrial advisory committee of the Fed- 
eral Reserve Bank of New York, explained 
and emphasized the usefulness of the 13b 
loans of the reserve banks. 


—e)— 


The ants and roaches are suffering as a re- 
sult of one of the typical, medium-sized 
13b loans which Mr. Noble told about’ in 
his talk. An energetic, ingenious, young 
man in a New York suburb started three 
years ago in a modest way to make a new, 
effective insecticide. He had no trouble 
selling it. In fact, that is what made the 
trouble. Owing to lack of working capital 
to handle the increased volume of business 
he found himself last year without funds to 
buy supplies, to meet orders on hand, to 
advertise, to stock up for the seasonal rush 
of orders in the spring. The local bank 
did not feel that it could make.a working 
capital loan to this man, but it was. more 
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than willing to make a $4000 13b loan with 
a Reserve Bank commitment. This loan was 
repayable in five installments, two of which 
have been made on schedule. 

Gn 
More and more banks are demonstrating 
that they are equipped to serve not just the 
favored few with large available balances 
but the “forgotten man” who wants a small 
loan or has only a small bank balance or 
a small sum to invest. In New York the 
Underwriters Trust Company advertises 
service “for everybody” with 6 per cent. 
personal loans in amounts from $100 to 
$2000 and trust service for monthly invest- 
ments of as little as $10 per month. The 
bank advertises a booklet “Trust Service 
for Everybody,” which it will send to those 
interested on request. 

—~)— 
Significant of the growing public recogni- 
tion of the value of mortgage investment 
under present day conditions is a probate 
court ruling from Springfield, Ill., ordering 
petitioning conservators of seven estates to 
withhold funds they now have for invest- 
ments until such time as satisfactory invest- 
ments in real estate mortgages are avail- 
able. Probate Judge Benjamin S. DeBoice 
issued the order refusing authority to two 
Springfield banks, as conservators, to invest 
funds of seven estates in U. S. Government 
securities. The court pointed out that the 
investment on such securities amounts to 
only 2 per cent. because the field has been 
saturated by persons afraid to invest in 
other securities. Judge DeBoice estimated 
that at the present time there is a half mil- 
lion dollars in the trust departments of 
Springfield banks under the supervision of 
his court awaiting investment in mortgages, 
and expressed the opinion that a definite 
improvement in the demand for real estate 
within the near future would create a de- 
mand for such money and absorb all eapi- 
tal available for this class of loans. 


—@— 


The Mortgage Bankers Association of Min- 
neapolis is conducting an active newspaper 
advertising campaign stressing, “Ample 
funds for first mortgage loans.” They state 
in the advertisements, “Call or write any 
of these Minneapolis firms for prompt serv- 
ice.” The advertisement is signed by twenty 
members of the Minneapolis Banking Asso- 


ciation. 
—)— 


Federal Housing loans are now accepted 
only through banks, and not direct from 
the Federal Housing Administration. This 
rule went into effect on August 15, and 
eliminates a deal of confusion for banks 
and applicants. 
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Book-Magazine Aids 


“Commercial Banks, 1929-1934” is the title 
of a volume just published by the Eco- 
nomic Intelligence: Service of the League 
of Nations, as a new edition of a previous 
volume covering the period 1925-33. This 
book ineludes data on commercial banking 
in forty-four countries, with an introduction 
covering recent changes in world banking 
and the monetary situation. 

—@— 
The Bankers Magazine each month has a 
department of book reviews of new banking 
books. When senior and junior officers, 
presidents and cashiers of banks from all 
over the country are showing such a great 
desire to learn more about the banking 
business, as evidenced by registration in 
the banking school which was inaugurated 
by Rutgers University this summer, the 
banker who does not take an outside course 
ean still devote a portion of his time to 
home-study by reading the best of the cur- 
rent books on banking. 

ee 
“The Liberal Tradition” by Lewis W. Doug- 
las, former Director of the Budget, is an- 
other type of book on present-day eco- 
nomics that all bankers should be interested 
in. Mr. Douglas criticizes the New Deal, 
and says that the banking bill vests in the 
executive complete control over credit and 
socializes bank deposits. You may or may 
not agree with him, but the book should be 
read. 

—@©— 
A magazine “The People’s Money,” pub- 
lished in New York City, in a desire to 
stimulate thought on important economic 
questions, has recently announced a contest 
open to all. The subject matter may cover 
the entire field of economics. To start you 
thinking the editors ask the following ques- 
tions: Do you feel that the United States 
stands at the threshold of genuine recovery; 
or, as some believe, that we are in the early 
stages of inflation? Can you answer one 
of the many problems that has arisen out 
of the present economic depression? Is the 
depression due to fundamental maladjust- 
ments in the economic system? Is it due 
to monetary or technological factors? The 
editors will select ten articles of enlighten- 
ment on present economic conditions and 
the problems arising therefrom. Each of 
the ten successful contributors will receive 
a cash award of $100. 


Insurance 


Provisions for the future through insurance 
in all forms is paramount in the thoughts 
of intelligent individuals, business men, and 


-backed by the 


resources o 
America’s 4% 


largest bank 


BANKofAMERICA 


NATIONAL TRUST & SAVINGS ASSOCIATION 


(California) 


TRAVELERS 
CHEQUES 


officials of business houses from the smallest 
to the largest corporations in the country: 
Life insurance, pension plans, bonus plans, 
hospital insurance, group insurance, plans 
for all of these are being worked out by 
insurance companies in co-operation with 
banks. 
= 


Bankers and brokers along with real estate 
men were the largest buyers of life insur- 
ance policies of $10,000 and more during a 
recent month. 


—@— 


Melvin L. Traylor, late president of the 
Kirst National Bank of Chicago, who died 
on February 14, 1934, left his heirs $1,- 
002,500 in life insurance. This was the larg- 
est aggregate life insurance payment in [II- 
linois last year and was the fourth largest 
in the United States for that year. 
is 

This personal interest in life insurance has 
led many bankers to plan group insurance 
for their employes. Many state associations 
have made plans to study pension systems 
and employe insurance during the coming 
year, The Oregon Bankers Association has 
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already entered into an agreement with the 
Aetna Life Insurance Co. of Hartford to 
write a group pension plan for its mem- 
bers. Subject to the approval of the vari- 
ous banks of Oregon and acceptance by the 
employes the plan will be effective Septem- 
ber 1. It is expected that between 350 and 
400 bank employes will participate. Em- 
ployes will share with the employers in the 
financing of the plan, each employe con- 
tributing 14 per cent. of his salary. Re- 
tirement age for women is 60 and 65 for 


men. 
Ore 


The membership of the California Bankers 
Association has expressed itself as very 
much in favor of some form of state-wide 
bank insurance, in response to a question- 
naire. As a result of the favorable :re- 
sponse Alfred L. Lathrop, president of the 
association, has appointed a standing com- 
mittee to work out a program for insurance 
for all association member banks. The 
questionnaire and the affirmative percentage 
are as follow: 

“1, Do you believe that it would be help- 
ful to you if the committee were to compile 
data designed to assist bankers to institute 
a standardized procedure in: 

(a) The formulation of an_ insur- 
ance program?—95.5 per cent. 

(b) The handling of insurance de- 
tail?—89.1 per cent. 

(ec) The perfection of insurance con- 
tracts to afford maximum cover- 
age for the premium dollar?— 
98.2 per cent. 

. Do you believe the insurance commit- 

tee should ultimately prepare an insurance 

manual for banks?—90.0 per cent. 

“3. Do you believe that it would be help- 
ful to you if you were offered adequate 
question and answer service on insurance 
matters ?—92.8 per cent. 

“4, Would you be willing to lend your 
co-operation to your insurance committee in 
promoting the best interests of bankers in 
California insurance-wise?”—99.1 per cent. 

—©— 

Families that are interested in life insur- 
anee are good bank customers to gain and 
hold. The Northwestern Life Insurance Co. 
in Minneapolis in a survey has discovered 
that the average insured family has 30 per 
cent. more cash in the bank today than it 
had in 1933, and has reduced the mortgage 
on its home by 10 per cent. in the same two- 
year period. 

An average reserve of $356 per family of 
eash on hand and in banks was reported as 
of the spring of 1933; this compares with 
#464 per family at the present time, an in- 
erease of $108, or 30 per cent. 

A reduction in the size of the average 
Mortgage from $3464 in 1933 to $3110 in 


“oO 


1935 was shown in the reports. Approxi- 
mately 49 per cent. of the policyholders in- 
vestigated were home owners; the average 
home valuation was $5301. Half of the 
homes were owned clear of encumbrance; 
the remaining 50 per cent. mortgaged. 
—o— 
The Hospital Service Association of Rich- 
mond, Va., has chosen Thomas C. Boushall, 
president of the Morris Plan Bank of that 
city, as its president. This association will 
administer a non-profit group hospitalization 
plan sponsored by the Richmond Academy 
of Medicine, with six hospitals actively co- 
operating. The plan is one of hospitaliza- 
tion insurance, and applies to employe 
groups. Payment of a single registration 
fee of $1 and a monthly fee of 85 cents by 
each individual in a group of employes will 
assure each individual participating a maxi- 
mum of 21 days in any one year of free 
hospitalization, with semi-private accommo- 
dations. The plan is not applicable to 
groups of less than 10, who in turn must 
represent not less than 40 per cent. of the 
total number of their entire group, unless 
special exceptions are made by the board 
of directors. 
ae 


All such plans are a means of keeping 
intact the personnel of an organization. 
The First Boston Corporation has recently 
worked out a bonus plan for officers, and 
some employes, which will be given in 
profitable years, but does not commit the 
company in lean years. After provisions 
for an 8 per cent. return to stockholders 
from net earnings each year, and after 80 
per cent. of the remainder has been e¢ar- 
ried to surplus or undivided profits, there 
would be distributed to certain officers and 
employes the remaining 20 per cent. Power 
to earry out this plan, together with the 
selection of those to participate in such a 
distribution, would be vested in a compen- 
sation committee. This body would con- 
sist of three stockholders, none of them an 
officer, director or employe of the company. 
Distribution would not be made to less than 
twenty-five officers and employes. Without 
further authorization of the stockholders, 


‘any distribution is prohibited in any year 


when, as a result of loss from operation, 
the surplus and undivided profits are less 
than they had been at the end of the pre- 
eeding year. 


Ass'n News 


Offices for the New Hampshire Savings 
Banks Association’s new paid executive of- 
ficer, Edgar Hirst, will probably be located 
in Coneord by October 1. Mr. Hirst will 
earry out the duties which in the past have 
been assumed by officers of the association’s 
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member banks without remuneration. These 
duties have become quite extensive during 
the last year or two. 

—@— 
W. M. Jenkins, vice-president of the Ever- 
ett Trust & Savings Bank at Everett, was 
elected president of the Washington Bank- 
ers Association, at their recent convention. 

=o 
The Virginia Bankers Association elected 
James B. Dey, Jr., senior vice-president of 
the National Bank of Commerce at Norfolk, 
Va., as their new president. 

—@©— 
Oregon has another banker’s association. It 
is composed entirely of unit bankers and is 
éalled the Independent Bankers of Oregon. 
The organization meeting was attended by 
around fifty bankers from thirty different 
cities in the state. The officers have said 
that the purpose of the organization is 
merely for meeting occasionally and dis- 
cussing matters of peculiar interest to them- 
selves, and in which branch bankers would 
not be concerned. The new association ex- 
pects to work hand-in-glove with the senior 
organization. 


-—@©— 


Heads of the general committee in charge 
of arrangements for the national conven- 
tion of the Financial Advertisers Associa- 
tion being held at Atlantic City, September 
9-11, are Leslie G. McDouall, and Jacob 
Kushner, assistant secretary of the United 
States Trust Company of Paterson, N. J. 
Mr. MeDouall, who is president of the New 
Jersey Bankers Association, and trust of- 
ficer of the Fidelity Union Trust Co. of 
Newark, N. J., is honorary chairman, and 
Mr. Kushner is chairman. Mary K. Hoyt, 
assistant secretary of the Montclair Trust 
Company, is secretary and treasurer. 
—o— 
“The Ideal Savings Bank” is to be the 
theme of the Forty-Second Annual conven- 
tion of the Savings Bank Association of the 
State of New York, to be held on Septem- 
ber 26-27 at Buffalo. Speakers are drawn 
from the ranks of savings bankers, among 
them being Lewis Gawtry, president The 
Bank for Savings, New York; James R. 
Trowbridge, president Franklin Savings 
Bank, New York; Roy C. Van Denbergh, 
president Savings Bank of Utiea; Henry 
D. Rodgers, treasurer Albany Savings 
Bank; Bernard F. Hogan, president Greater 
New York Savings Bank, Brooklyn. 
—o— 


The major qualifications which a savings 
bank must have to approach the hypotheti- 
eal “ideal” will be discussed. The first ses- 
sion will be given to a discussion of the 
philosophy of attaining the “ideal” in sav- 
ings banking, the general subject being 


277 


covered by Henry R. Kinsey, president of 
the Williamsburgh Savings Bank, Brooklyn, 
who is completing his fourth term as presi- 
dent of the association. August Ihlefeld, 
Jr., executive vice-president of the Savings 
Bank Trust Company, New York, will dis- 
euss “The Root of the Problem—Individual 
Bank Management.” Problems of invest- 
ment and management which face the banks 
will be treated in detail, one session of the 
convention being entirely devoted to them. 

The morning session on Friday, Septem- 
ber 27, will take up the subject of the 
“ideal” savings bank from the point of view 
of its approval by the public. Dr. Harold 
Stonier, educational director of the Ameri- 
ean Bankers Association, will deseribe the 
first qualification of good public relations— 
intelligent employes. A special feature will 
be presented for the purpose of dramatizing 
for the delegates “What Depositors Think 
of Their Banks.” Over 500 savings bank 
officers and trustees are expected. 

ats 

More than 100 employes of member banks 
of the Westchester Clearing House Associa- 
tion are interested in forming a county 
A. I. B. chapter. 


Branch Banking 


In the United States there are 151 banks 
with three or more branch offices. These 
151 banks maintain 2286 offices (inclusive 
of their head offices), in 27 states and the 
District of Columbia, that allow branch 
banking in one form or another. This is 
according to a survey for 1934 conducted by 
the “American Banker.” The Federal Re- 
serve Bulletin for June published a report 
giving a total of 797 banks, operating 3104 
branches. (These banks have one or more 
branches each as compared with the “Ameri- 
ean Banker” survey of banks having three 
and more _ branches.) The “American 
Banker” survey shows that California has 
the largest system, New York is second, 
and Ohio third. New York City outranks 
other cities for having the greatest number 
of branches, and Los Angeles comes second. 

6 
The First National Bank of Reno, Nevada, 
a subsidiary of Transamerica Corp., is con- 
tinuing expansion in that state with its re- 
eent opening of a branch at Sparks. 

—@— 
The Ontario National Bank at Ontario, and 
the First National Bank in La Grande, have 
now become branches of the United States 
National Bank of Portland, Oregon. 

i 
The First Trust & Deposit Company of 
Syracuse, N. Y., are also closing their 
branch office in the same city as a result of 
a change in their general business policy. 
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The San Francisco Bank has opened a 
branch office at 1528 Fillmore Street, in 
that city. 

ie. 
The Guaranty Bank & Trust Co. of Green- 
ville, N. C., have opened a branch in Eliza- 
beth City. 

a 
The branch office of the First National 
Bank of Plainfield, N. J., has been con- 
solidated with the main office of that bank. 


Aids to Banking 


A separate department exclusively for bank 
audits and examinations and the auditing 
of borrowers’ accounts for credit file pur- 
poses has just been organized by E. S. 
Woolley, certified public accountant and a 
member of the American Institute of Ac- 
countants. Mr. Woolley announces that 
any engagements accepted will be conducted 
under his direct supervision. He maintains 
offices in New York City and Chicago. A 
series of articles by Mr. Woolley, on “How 
to Obtain Bank Costs,” has been running 
in The Bankers Magazine since last Decem- 
ber, and will be published in book form by 
the Bankers Publishing Company at a later 
date. 


—@)—- 


The Francis R. Morison Organization of 
Cleveland, Ohio, was founded by Francis 
R. Morison who represents experience and 
technical knowledge of advertising and 
banking which he gained through forty 
years’ association with bankers in every part 
of the country. His son and other execu- 
tives and assistants associated with him 
have handled all types of publicity. Morison 
advertising endeavors to write individually 
for each bank, studying each institution’s 
situation carefully and preparing copy to 
suit its particular demands. 


That’s an Idea! 


A budget plan department has been opened 
by the Central National Bank & Trust Co. 
of Des Moines, Iowa. It is the first de- 
partment of its kind to be established by a 
local bank. Lehman Plummer, nine years 
district manager for the Commercial In- 
vestment Trust Corp., joins the bank staff 
as manager of the department. 
—@— 

Standard sizes for bank paper are endorsed 
hy the A. B. A. The association asks bank 
purchasing agents to co-operate with the 
Division of Simplified Practice of the Na- 
tional Bureau of Standards who recommend 
standardizing bank checks, notes, drafts, 
and similar instruments. The A. B. A. 
says that “the success of the simplified 
practice movement depends on the willing- 


ness of each bank to do its part by saecri- 
ficing its individual preference for check 
and other forms with immaterial differ- 


ences.” 
ae 


“Transamerica,” a talking motion picture 
showing the progress of the Transamerica 
Corp. in San Francisco during the past 
thirty years, was shown for the first time 
in a special theater at the San Diego Ex- 
position. More than 2000 persons viewed 
it daily. The picture is also being shown 
in all communities served by the Bank of 
America, in California, Oregon, and Nevy- 
ada. It will be shown in the East so that 
the 225,000 stockholders will have an op- 
portunity to see how their organization 
functions. From the organization in 1904 
of the Bank of Italy by A. P. Giannini, the 
picture presents a clear vision of the rapid, 
healthy development of a great financing 
and branch banking system that embraces 
not only California and adjacent states, 
Oregon and Nevada, but reaches out na- 
tionally and internationally. An interloeu- 
tor presents facts and figures as the film 
flickers along. 
—— 


The Continental Bank & Trust Co. of New 
York is sending copies of the Constitution 
of the United States to several thousand of 
its stockholders and customers. Accom- 
panying the booklet is a letter from Freder- 
ick H. Hornby, president of the bank, which 
says in part: 

“The Constitution was written by men 
learned in the law and adept in government 
and politics. They were experienced in the 
abuses inseparable from too much govern- 
ment and the evils inherent in too little 
government. 

“The proof of their wisdom and judg- 
ment is evidenced by one hundred and forty- 
five years of social and industrial progress 
without equal in the history of the world. 

“To enact legislation without regard to 
its constitutionality is tantamount to break- 
ing down the keystone of the arch of our 
government. The mere threat of such pro- 
cedure is disturbing to a vast number of 
our citizens. 

“Legislation by representation is the heri- 
tage of all Americans. Our government, 
eémposed of its three branches, legislative, 
executive, and judicial is a system of checks 
and balances masterfully synchronized by 
the provisions of the Constitution. This 
must be preserved if we are to continue to 
go forward.” ; 

- @)— 


Four tons of silver dollars—110,000 of them 
—were distributed by the Standard Oil Co. 
of Ohio on its payroll of August 1. This 
distribution is being made in order to an- 
swer the question, “Where Does All the 
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Money Go?” Because of the rarity of the 
coins in this part of the country, the spe- 
cial co-operation of the Cleveland Federal 
Reserve Bank was enlisted in gathering the 
money. To make the test a success, store 
managers have been asked to report on the 
number of the silver dollars they receive 
and to name the kind of merchandise pur- 
chased. 


National Bank Notes 


Numismatists are busy collecting signifi- 
eant national bank notes and series, as the 
national bank note privilege expired on 
July 31. This privilege which the national 
banks were chartered to exercise marked 
the first attempt of the Federal Govern- 
ment to legislate about local banking. These 
notes are being redeemed from the Federal 
Reserve Banks as fast as they are taken in, 
gold certificates being given the Reserve 
banks in exchange. The transaction, when 
completed, will reduce the Treasury’s gold 
profit account by about $600,000,000 and 
wipe out a similar volume of the U. S. debt, 
while at the same time increasing Federal 
Reserve note circulation seeured by gold. It 
is believed that several millions of these 
notes have. been destroyed or lost, in addi- 
tion to those that collectors have, and in 
this way the Treasury should net an ap- 
preciable profit. 


Interest Rates 


Are banks by the discouragingly low rates 


of interest and even cessation of interest 
going to send cash back to mattresses and 
old socks? What argument have they to 
convince the farmer in Algood, Tennessee, 
to place any funds he may accumulate here- 
after in the safe-keeping of his country 
bank? $17,000 in cash was kept in this 
farmer’s mattress. His wife burned the 
straw during house-cleaning time, and with 
it the money. 
‘ —@— 
The First National Bank of Wabash, In- 
diana, began with August to pay no inter- 
est at all on deposits. The reason they give 
their depositors is a desire to “maintain 
extremely heavy cash reserves during this 
period of changing conditions, legislative 
and monetary experiments and unbalanced 
Government budgets.” 
oe 

Denver clearing house banks have informed 
the city administration that they will no 
longer pay interest on city deposits, which 
approximate $1,800,000. One per cent. in- 
terest had been paid in the past, which the 
city used to pay premiums: for the surety 
bonds to protect their deposits. Officials 
have suggested that the banks post Gov- 
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ernment bonds to secure the city deposits, 
rather than incur the expense of surety 
bonds. 
—@— 

Ou October 1 the same Denver banks ex- 
pect to cut the savings rate of interest to 
1 per cent. and less. The new rates will be 
1 per cent. a year on the first $2500 on 
deposit and 4 of 1 per cent. on anything 
above that amount. 


—@— 


Five Columbus, Georgia, banks have cut 
their interest rates on savings deposits and 
certificates of deposits. 

—o— 
The banks that are members of the Ocean 
County Bankers Association in New Jersey 
have made the maximum interest rate on 
time deposits 2 per cent. 


Recovery Write-ups 


Declining use of safe 
repositories for savings, 
postal savings, and the very substantial in- 
erease of deposits throughout the entire 
country show a nation-wide improvement in 
the last months in the attitude of the public 
toward its banking institutions, according 
to a survey conducted by “Banking,” the 
organ of the ABA. Numerous bankers say 
that even better evidence of this more trust- 
ful attitude of the publie is the acceptance 
of the newly instituted serviee charges and 
reduced interest rates. 
Ad 

“Diminishing postal savings,” however, ac- 
cording to the bulletin of the Federal Re 
i Board, do not necessarily mean a 


deposit boxes as 
and diminishing 


Serve 
transfer to banks, er a definite trend away 
from the postal savings system. Postal 
savings had already begun a slow increase 
in May, and before that these savings were 
being exchanged for postal savings bonds. 
In other words, a part of the public aceumu- 
lates funds in the Postal Savings System 
at 2 per cent. and then uses the accumula- 
tion to buy Post Office bonds or U. S. sav- 
ings certificates which pay 24 per cent. 
every half year. 
—O— 


The fact of paramount importance is that 
money is available in the banks through in 
creased deposits. How best to put it to 
use? Under our heading of Bank Loans 
read what some banks are doing to put 
their money to work again. 


Sales Tax 


The New Jersey Bankers Association de- 
veloped a plan whereby the banks could cut 
the expected overhead of the sales tax col- 
lection in that state by offering to serve 
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as tax receiving agents. The Central Home 
Trust Co. of Elizabeth, N. J., has already 
announced this service in its advertising as 
follows: “This bank is voluntarily acting 
as an agent of the State Tax Commissioner 
and will aecept sales tax reports together 
with payment of the sale tax.” The National 
Bank of New Brunswick, N. J., has also 
volunteered its services as a_ sales tax 
agency. 

oe 
Sales tax laws are now in force in 24 states. 
This is an increase of 21 states since April, 
1932. Most of the recently adopted laws 
are temporary measures. 


State Legislation 


Federal Savings and Loan Associations 
shares are now legal investments for trust 
funds in Pennsylvania. 

=o 
A Nebraska banking law provides that a 
bank may be opened in villages of less than 
1000 population, with a minimum capital of 
$10,000. The third bank has recently been 
opened under this law. 
—O— 
Legislation has been passed in Wisconsin 
providing that any unclaimed funds or prop- 
erty left with'a banking institution for a 
period of 20 years shall become the prop- 
erty of the state. The bill also provides 
that when any person shall die intestate, 
without heirs, leaving on deposit with a 
banking institution any funds, it becomes 
state property. 

— {e)— 


Other banking legislation in Wisconsin per- 
mits taxation of banks’ personal property 
excepting furniture, equipment and ma- 
terials. Another new measure permits build- 
ing and loan associations with the banking 
commissioner’s approval to assign or pledge 
to the Building and Loan Finance Corp. 40 
per cent. of its assets as collateral for loans. 

—©— 
Felix H. H. Flynn, State Senator from 
Cadillac, Michigan, has been appointed as 
a member of the legislative commission 
which is to study and codify Michigan state 
banking laws. 

i 


The New York State banking department 
has published a 36-page booklet on “The 
Principal Amendments to the Banking Law 
and Emergency Legislation Relating to 
Banking Institutions for the Year 1935.” 
This booklet brings the New York banking 
law down to date. 


The Tennessee Senate has passed a bill pro- 
viding that banks shall not have to put up 
a surety bond for the amount of public 
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deposits insured by the FDIC, and that 
state-banks may take advantage of Federal 
ucts establishing the FDIC, which corpora- 
tion could be appointed receiver upon pay- 
ing off all deposits of a bank. The Senate 
also approved a bill to define banks and 
banking so as to prevent any except duly 
licensed banks from employing the name 
“bank” for their business. 
ei 

Because, in many instances, banks in Ken- 
tucky find it necessary to bid in real estate 
at foreclosures and hold it until it can be 
disposed of to the advantage of its deposi- 
tors, the state banking commissioner has 
been advised by the assistant attorney- 
general to institute a declaratory judgment 
suit in the courts to test the validity of an 
act allowing banks in the state to hold real 
estate for 10 years. A former attorney- 
general had ruled that the law was uncon- 
stitutional, but the present assistant attor- 
ney-general believes it to be valid. 


Honors to Bankers 


Rotary Clubs apparently favor bankers as 
presidents. E. J. Perry, president of the 
First-Fond du Lae National Bank of Fond 
du Lae, Wisconsin, has just been installed 
as president of the club in that city. J. C. 
Reeves, manager of the bond department of 
the Simmons National Bank, Pine Bluffs, 
Arkansas, has been made president in his 


city. 

-—@©-— 
The new general chairman for the annual 
eampaign of the United Charities Ine., of 
St. Louis, Mo., is Oliver F. Richards, vice- 
president of the Mereantile-Commerce Bank 
& Trust Company. 


—@— 


Edmond Koeln, president of the American 
Exchange National Bank in St. Louis, Mo., 
has been made head of the South St. Louis 
Business Men’s Association, and has also 
just become a vice-president and director 
of General Insurors, Ine. 

A= 
The president of the Farmers and Mer- 
chants National Bank of Los Angeles, Vic- 
tor H. Rossetti, is a new member of the 
board of directors of the Southern Cali- 
fornia Telephone Co. He is also a director 
of the Los Angeles branch of the Federal 
Reserve Bank of San Francisco. 


—@O— 


Henry C. Heinz, vice-president of the Citi- 
zens & Southern National Bank at Atlanta, 
Ga., was honored at the recent Schrine con- 
vention, by election to the national board of 
trustees of the Schriners’ Hospital for 
Crippled Children. 
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J. Lionberger Davis, president and chair- 
man of the Security National Bank Savings 
& Trust Company of St. Louis, Mo., has 
been elected to the board of the Laclede 
Gas Light Co. 

ss 


The president of the Syracuse Trust Co. of 
Syracuse, N. Y., C. Hamilton Sanford, has 
been elected president of the Syracuse 
Clearing House Association. 

—@— 
F. H. Houghton, vice-president of the 
Cleveland Trust Company, has been elected 
president of the Lake County Federation, 
Inc., organized to conduct a joint canvass 
for the Salvation Army, Y. M. C. A., and 
Boy Scouts. 

©— 


William Hand, director of the First Na- 
tional Bank at Paterson, N. J., for twenty- 
two years, has been honored for his services 
by being named vice-president of the in- 
stitution. He is president of the John 
Hand & Sons Silk Co. of Paterson. 


i 
L. G. Brittingham, assistant vice-president 
of the Citizens National Trust & Savings 
Bank at Los Angeles, Cal., has been ap- 
pointed a member of the American Arbi- 
tration Commission, a creation of the Pan 
American Union, designed to facilitate the 
adoption of standards of procedure in 
trade relations. 

_©— 
‘The president of the Kellogg-Citizens Na- 
tional Bank at Green Bay, Wisconsin, John 
Rose, has been elected treasurer of the 
Green Bay Association of Commerce. 

—® i. 
Charles Francis Adams, former Secretary 
of the Navy and head of the Union Trust 
Co. at Boston, Mass., has been named first 
president of the Boston Community Federa- 
tion, to direct relief campaigns for funds 
for 100 private social welfare agencies and 
hospitals throughout Greater Boston. 


Building I mprovements 


The Savings Bank of Richmond Hill, New 

York, is beginning work on construction of 

a new $100,000 air-conditioned building. 
=< 

The first floor of the Commercial National 


Bank, Charlotte, N. C., is being remodeled 
into a modern banking structure with the 
latest equipment in vaults, ete. 
i 

“We need additional room for our housing 
loan department, as we handle all the FHA 
work for the Union Planters and Manhat- 
tan banks as well as our own,” explained 
E. F. Longinotti, assistant vice-president of 
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the North Memphis Savings Bank branch 
of the Union Planters National Bank & 
Trust Co. of Memphis, Tenn., concerning 
the remodeling of his branch. 

—e)-- 
By September 1 the First National Bank 
of Beaumont, Texas, expects to be ready to 
begin work on a $200,000 building, consist- 
ing of two stories and mezzanine. 

—@— 
The Clayton National Bank of St. Louis 
expects to construct a new building costing 
approximately $30,000. 

——- 
A night depository has just been installed 
by the City National Bank of Houston, 


Texas, 

—o— 
The largest night vault depository yet in- 
stalled has just been completed for the 
Fourth Street office of the Citizens Union 
National Bank of Louisville, Ky. As the 
bank is in the heart of the theatrical, hotel 
and shopping district the former depository 
became too small to meet requirements. 

iia 
Long term financing of air-conditioning and 
commercial refrigeration installations under 
the FHA Housing Act has just been an- 
nounced by the Carrier Engineering Corp.. 
air-conditioning manufacturers. A contract 
has been signed with Equipment Acceptance 
Corp., a subsidiary of Commercial Invest- 
ment Trust, which will involve contracts 
from $2000 to $50,000, extending over a 
period of five years. Department stores, 
retail stores and shops, restaurants and in- 
dustrial plants are expected to benefit by 
being able to pay for air-conditioning out 
of inereased earnings resulting from its use. 

-@— 
“Like a bracing day of early spring or 
fall,’ says the First National Bank of 
Clarksville, Tenn., of the interior of their 
hanking-rooms, which have been completely 
air-conditioned. “There is a dividend of 
efficiency and employes’ satisfaction in air- 
conditioning lobby and _ working-space,” 
comments A. D. MacDonnell, president of 
The Metropolitan Bank of Lima, Ohio, in 
telling of the satisfactory results gained 
from the air-conditioning of his bank last 
March. 

lla 
The United Bank & Trust Co. of St. Louis 
is planning to move a block west of its 
present location into unused banking quar- 
ters caused by a banking merger. 
Official approval has been given to the de- 
sign for the new Federal Reserve Building 
in Washington, D, C. The Fine Arts Com- 
mission have passed on the plans prepared 
by Paul P. Cret, Philadelphia, architect. 
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The structure which now stands on the spot 
is to be demolished. The new building will 
be modern but not modernistic. It will be 
four stories high, of white marble, costing 
approximately $4,500,000, and will conform 
with nearby buildings. 
a 

Former quarters of a closed bank_ nearer 
the shopping district have been taken over 
by the National Bank of Wyandotte, Mich., 
enabling the bank to give better service to 
its customers. 


Advancements 


Richard H. Wells, assistant cashier of the 
State-Planters Bank & Trust Company of 
Richmond, Va., has been placed in charge 
of the business extension and public rela- 
tions department of the bank, as recently 
announced by Julien H. Hill, the president. 
Years of contact with the public, and a 
broad scope of work in commercial banking, 
gained both in departments inside the bank 
as well as by years spent as traveling rep- 
resentative, have well qualified Mr. Wells 
for his new work. 

Frederick M. Thayer has been appointed 
manager of the Philadelphia office of 
Brown, Harriman & Co., Ine. 

—@-: 
The newly elected president of Mid-Conti- 
nent Bankshares, Inc., a corporation which 
owns and operates several Morris Plan 
banks, is L. D. Lacy, for several years a 
vice-president of the Morris Plan organiza- 
tion in Oklahoma. 
te 

Louis R. Engel has been advanced to audi- 
tor of the Mississippi Valley Trust Com- 
pany of St. Louis. 


Assistant vice-president is the new title for 
both Curry B. Hearn, and F. B. Young, of 
the Nashville Trust Co., Nashville, Tenn. 
John Orr takes on the title of assistant 
treasurer. 

—©- 
C. J. Lennihan, Jr., has been advanced to 
a vice-presidency of the American Trust 
Company of San Francisco. 

eS 
The title of assistant trust officer has been 
given to K. H. Dodson, who has been con- 
nected with the trust department of the 
Third National Bank of Nashville, Tenn., 
for the past two years. 

a 
The new president of the Trust Company of 
North America, New York City, is Felix 
G. Langer. George H. Rhinehart takes his 
place as vice-president. 
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Carttorn P. Cooke and Frank S. Hershey 
have been advanced to vice-presidencies in 
the Marine Trust Co. of Buffalo, N. Y, 
Clarence M. Brobst and Albert L. Sander. 
son have become assistant vice-presidents, 

—— 
Walter E. Cosgriff has been elected an as- 
sistant vice-president of the Continental 
National Bank & Trust Co. of Salt Lake 
City, Utah. : 

-@— 
Promotions in the Integrity Trust Company 
of Philadelphia have made Raymond M. 
Rau, secretary; Albert W. Kaiser, assistant 
treasurer; and Edwin S. Dunkerly, assistant 
secretary. 

i 
Clarence R. Sandford has been chosen as ex- 
ecutive vice-president of the Elizabethport 
Banking Company, Elizabeth, N. J. 

Le ES 
W. R. McGaughey, formerly a_vice-presi- 
dent, has been named president of the Mil- 
likin National Bank, Decatur, Illinois. 

—— 
Assistant to the president and trust officer 
is the new title of F. C. Jacoby, Jr., of the 
Federation Bank & Trust Co., New York 


City. 
ee 

The New England Trust Company of Bos- 
ton has appointed Arthur R. Holt real es- 
tate officer, and has advanced to associate 
trust officers, Thomas G. Brown, Henry T. 
Dunker, A. Lawrence Hopkins, Myles 
Standish, Jr. 


Capital Structure 


Arkansas, California, Michigan, Pennsyl- 
vania, furnish typical examples of increases 
in capital structure made necessary by in- 
creaséd deposits and continued growth. The 


Simmons National Bank of Pine Bluff, 
Ark., has doubled its stock, bringing it to 
$400,000. Its surplus is also $400,000. The 
United States National Bank of San Diego 
has -doubled its capital -to enable: the’ bank 
to handle its growing business. 

are 
An inerease which brings the capital to 
$1,000,000, surplus being $550,000, was nec: 
essary for the Citizens Commercial & Sav- 
ings Bank at Flint, Mich., because. of 
greatly increased deposits, a gain of. $10,- 
000,000 bringing the total to $14,000,000, 
since the bank holiday. 

—o— 
The present capital of $2,600,000 of, the 
Colonial Trust Company of Pittsburgh, Pa., 
is to be increased to $4,000,000 if approved 
hy stockholders, This increase was recom 
mended as a means. for continued growth. 
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Anniversaries 


The thirty-fifth anniversary of the Peoples 
Savings Bank of Cedar Rapids, Iowa, is 
being celebrated this year. Frank C. Welch, 
the president, has been with the bank for 
more than twenty years, as has T. R. War- 
riner, vice-president. 

i 
The Bloomfield Savings. Institution of 
Bloomfield, N. J., recently celebrated its 
sixty-fourth anniversary with an informal 
reception. 

Ch 
Many Arkansas bankers are among the 
ninety-five members of the Arkansas Cen- 
tennial Commission, which will handle a 
program for the celebration of Arkansas’ 
100th anniversary in 1936. Harvey C. 
Couch, a director.of the Simmons National 
Bank at Pine Bluff, is chairman, and with 
him on the executive committee is the state 
bank commissioner, Marion Wasson. On the 
finance committee are: A. G. Kahn, presi- 
dent of the Union National Bank, Little 
Rock; Col. T. H. Barton, director of the 
Exchange Bank & Trust Co., El Dorado, 
and A. N. Sicard, president of the First 
National Bank of Fort Smith. 

ns 
Fifty years in the banking business have 
been completed this year by bankers in 
various sections of the country. Clyde E. 
Brenton, one time janitor, bookkeeper, 
teller, collector and handy-man, and now 
chairman of the board of the Iowa-Des 
Moines National Bank & Trust Co., Des 
Moines, Iowa, had the distinction of being 
elected cashier of the Bank of Dallas Cen- 
ter, forty-seven years ago, after serving 
as “janitor plus” for three years. 

oe 

The firm of Drexel & Co., Philadelphia, Pa., 
presented a six-weeks’ trip to Europe to 
Alfred M. Gray and his wife, as recognition 
of Mr. Gray’s fifty years’ service to the 
company. 

iin 
Treasurer of the Amoskeag Savings Bank 
of Manchester, N. H., Harry L. Davis, cele- 
brated his fiftieth anniversary with his bank 
hy entertaining the bank’s staff at his coun- 
try home. Albert O. Brown, the president, 
comes close to Mr. Davis’ record with forty- 
one years of service. 


@©— 


J. Frank White, vice-president and cashier 
of the National Bank of Washington, D. C., 
has also completed fifty years with his bank. 
Justin M. Dall, vice-chairman of the Chi- 
eago Title & Trust Co., has just started 
his second half-century with the company. 


The Roosevelt Savings Bank of Brooklyn, 
N. Y., celebrates its fortieth anniversary 
this year. Although no program has been 
planned the bank’s impressive business rec- 
ord is worthy of -mention. Its resources 
now total $52,434,602, and it has an un- 
broken record of interest dividend payments, 
which have amounted to $25,250,000 during 
the lifetime of the bank. 

—@— 
Just past the half-century mark, fifty-one 
years, is the present anniversary of the 
Franklin Savings Institution of Newark, 
1 ae 

le 
Frank W. Ross of the new business depari- 
ment of the Crocker First National Bank 
of San Francisco, Cal., has completed 25 
years of service. As is customary in that 
organization, he was given a wateh and a 
six months’ vacation on pay. 


Changes 


L. Douglas Meredith has resigned as com- 
missioner of banking and insurance for 
Vermont to enter the investment depart- 
ment of the National Life Insurance Com- 
pany of Vermont at Montpelier. Dr. Mere- 
dith was a member of the faculty of the 
University of Vermont at Burlington before 
he beeame commissioner of banking. Dr. 
Meredith is also the author of @ new book, 
to be published on September . by the 
Bankers Publishing Company, on, “Mer- 
chandising for Banks, Trust Companies, and 
Investment Houses.” 
oe 

The southern representative for the Harris 
Trust & Savings Bank of Chicago, Einer 
Nielsen, has joined the American National 
Bank of Memphis, Tenn., as vice-president. 
His appointment marks the establishment 


of a bond and investment service. 


—O— 


Brown Brothers Harriman & Co. have taken 
over the banking-rooms on the tirst floor 
of 10 Post Office Square in Boston. This 
was formerly the Atlantic National Bank, 
und has been oceupied until recently by a 
branch of the First National Bank of Bos- 
ton. Albert E. Gladwin, formerly assistant 
vice-president in charge of this branch, has 
joined the Brown Brothers organization. 


Directorates 


William E. Mallory has been elected a di- 
rector of the City National Bank & Trust 
Co. at Danbury, Conn. 

ae 
Gilbert L. Daane, chairman of the board of 
the Peoples National Bank of Grand Rap- 


ids, Mich., retired on August 1. During 
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his banking life he was president of the 
Michigan Bankers Association, and is still 
a member of important committees of that 


organization. 
—@)— 


Archibald Johnson has become chairman of 
the board of the First National Bank & 
Trust Co. at Bethlehem, Pa., succeeding the 
late J. E. Matthews. Mr. Johnson was a 
former president of the Bethlehem Steel Co. 
aien 
The Williamsburgh Savings Bank of Brook- 
lyn, N. Y., has named John F. MacKay as 
a new trustee. 
= ee 


James E. Davidson, president of the Peoples 
Commercial & Savings Bank at Bay City, 
Mich., is one of the new directors of the 
Industrial Brownhoist Corp. of that city. 
Arthur Peter, vice-president and general 
counsel of the Washington Loan & Trust 
Co., Washington, D. C., has been elected 
chairman of the board to succeed the late 
John J. Edson. 


Deaths 


C. S. Mitchell, former chairman of board of 
Bank of United States, New York City, 
at 53. 

T. R. Varick, president of the Peoples Sav- 
ings Bank, and director of the Amoskeag 
National Bank of Manchester, N. H. 
Vernon T. Barker, executive vice-president 
of the Home Savings Bank of Kalamazoo, 
Mich., at 76. 

John Joy Edson, for many years president 
of the Washington Loan & Trust Co., 
Washington, D. C., at 89. 

J. Harry Rehme, president of the Cass 
Bank & Trust Co., St. Louis, at 42. 
Joseph Philip Starr, vice-president and 
trust officer of the Lafayette National Bank 
of Brooklyn, N. Y., at 53. 

Homer D. Cozad, assistant vice-president 
of the Cleveland Trust Company, at 55. 
Edwin C. Luther, president of the Safe De- 
posit Bank of Pottsville, Pa., at 55. 


Ome 
BANKERS’ CONVENTIONS 


STATE 

Sept. 5-6—Maine Savings Banks Associa- 
tion, Samoset-Rockland Breakwater, Rock- 
land. 

Sept. 11-12—Kentucky Bankers Association, 
Brown Hotel, Louisville. 

Sept. 26-27—Savings Banks Association of 
the State of New York, Buffalo. 
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Bank Buildings 


20 year’s experience in designing bank 
buildings qualify us to modernize your 
present. quarters—or design new ones— 
in a satisfactory, economical manner. 
Our survey may save you money. 


CHAS. A. HOLMES 


formerly of 


HOLMES & WINSLOW 
153 E. 38th Street - New York 


Oet. 24-25—Nebraska Bankers Association, 
Hotel Paxton, Omaha. 

Nov. 21-22—New Jersey Mid-Winter Bank- 
ing and Trust Conference, Alexander 
Hamilton Hotel, Paterson. 

Nov. 22-23—Arizona Bankers 
Phoenix. 

Nov. 22-23—Florida Bankers Association, 
Miami-Biltmore Hotel, Coral Gables. 

GENERAL 

Sept. 9-11—Financial Advertisers 
tion, Atlantic City. 

Oct. 3-4—Florida Bankers Association, Mi- 
ami, Florida. 

Oct. 5-8—Robert Morris Associates, French 
Lick Springs, Ind. 

Oct. 7-9—Morris Plan Bankers Association, 
Cavalier Hotel, Virginia Beach, Va. 
Oct. 26-30—Investment Bankers Association, 

White Sulphur Springs, W. Va. 

Oct. 31-Nov. 1—Thirteenth Regional Trust 
Conference of Pacific Coast and Rocky 
Mountain States, Los Angeles. 

Nov. 7-9—{National Association 
Bank Supervisors, Henry Grady 
Atlanta, Ga. 

Nov. 11-14—Ameriean Bankers Association, 
Roosevelt Hotel, New Orleans, La. 

Nov. 11-14—Association of Bank Women, 
Hotel Jung, New Orleans. 

Nov. 13-15—United States Building & Loan 
League, Cincinnati. 

Nov. 22-23-—Mortgage Bankers Association 
of America, Freneh Lick, Ind. 

—1936— 

May 4-6—Kansas- Missouri 
ciation, joint convention. 

May 7-8—Oklahoma Bankers 
Mayo Hotel, Tulsa. 

May 12-13 — Mississippi 
tion. 

May 20-21—South 
ciation, Aberdeen. 

May 25-27—TIllinois 
St. Louis. 

June 8 week—American Institute of Bank- 
ing, Seattle. 

July 19-20—Montana Bankers Association, 
Mount Glacier Hotel, Glacier Park. 


Association, 


Associa- 


of State 
Hotel, 


Bankers 


Asso- 
Association, 
Bankers 


Associa- 


Dakota Bankers Asso- 


Bankers 


Association, 





Scientific Account Analysis 


When Reserve Is Computed on Net Balance 


By ‘Freperick W. Herzen. 


This is the tenth of a series of articles on account analysis of checking 
accounts. The first article appeared in the December issue.—Envrror. 


HUS far our analyses have been based upon reserve 

requirements being computed on the gross or ledger 

balances. That is the practice employed in most com- 
munities and it was for that reason that that method of 
computing reserves was used in our first illustrations. 


FREDERICK W. HETZEL 








While reserves computed on gross is the method em- 
ployed in most communities, it is not the one used exclu- 
sively in all banks. In some, reserves are based on the net 
or realized balances. 

To be of practicable national value, our analastic 
method of analysis must be adaptable to either method of 
computing reserve requirements. 
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IN THE ABOVE FORMS THE READER SHOULD VISUALIZE ‘THE FIGURES 
AND WORDS IN PARENTHESES AS IF THEY WERE PRINTED IN RED 


The foregoing analyses, as far as its principle is con- 
cerned, will fit either method equally well. Where reserves 
are to be computed on net, however, a different reserve 
‘atio must be employed to ascertain the correct free balance 
requirement for float. 

This ratio, like the others, is merely a mathematical 
equation and is also, like the others, adaptable to charting. 
Using the same factors as employed in making our previous 
tables, one has been prepared for the purpose of analyzing 
accounts when reserves are to be computed on the net or 
realized balances. This table is illustrated in Figure 13. 

An analysis made by the use of this table will, of course, 
produce a different result than would be one obtained with 
the table previously used. 





THE BANKERS MAGAZINE 


ACCOUNT. ACCOUNT NUMBER TO 
March 

















= = — 


ee - 
ANALASTIC ANALYSIS bin acieA wash AND STATISTICS | Wile errserecress 


= ees i 8 | 1dSro. + YEETO 70] 1: LEDGER BAL Sra 


REQUIRES | _| J0\reo\__ Z4¢ S00 t _LESS FLOAT gl 7) 
wz Y items eat & | } | sh zoo | 9050 _| REALizeo BAL. | Joe 
Ee Items e2% * ¥ 4 Lseeger | Joo|_| vess reserve | S 
t- [Sales == US 
EXPENSE Bi |_| gfe | bf50\_| AVAILABLE {| 2 563 


Tae... ae 4 Ves Sa 1 vei 19% ON (ACTUAL) (REQUIRED) BAL. 
| LESS LEOGER wat | VER ove | ! f Ji TOTAL EXPENSE 
4 - | 


j UNDER OR (ever) \ td: fee. } fet INCOME ON AVAILABLE) 
lc fi (crevit) [ aT on(CREDIT 
|__| CHarce or i | CHARGE OR 
| | (arrv-over cReoIT) } CARRY- W-OVER CREDIT) 
| NET CHARGE or (CREDIT) . ot —G 53) Z aWAIE Sc. NET CHARGE or(creDiT) 
COPvmonT ood. F. w. WETHER 


ACCOUNT____ACCOUN? _NUMBSR THREE 
April _ 

























































































a 2 
EXPENSE fi ANALASTIC venssenestecodl \ PROOF AND STATISTICS AVERAGES 


1 |_rucar ie wae i | ah S90. Z| pl boo), a isi Ao] 


ae | fo vaoo | 24 S00 | | LESS FLOAT Ee {i Z| 
3h ls Wr items °@ J! ¥ ct | SAF 00 | 7s) _ | REALIZED BAL Jb70\ 
HE gf ITEMS enh * 3 IE 708 { TAL LESS RESERVE _ FSO 


S\ expense eae. {00 —peke D |__| AVAILABLE _JIf/v0 


Le ro a mr, J+8 — a |Z 4, 1% ON (ACTUAL) (REQUIRED) BAL 


t 
7 avenaae | LESS LEDGER BAL. \ v4 ‘7 TOTAL EXPENSE 
Rise ewccarce! ibe ee Bi $$ 















































s} ( +03) | UNDER oR (ever) rt Ley (Zo } $7 INCOME ON AVAILABLE) 
__|__ | chance or (CREDIT) age ; | (.£0) cance on (CREDIT) 
| 














| | (CARRY-OVER crepiT) = { 3 ij] CARRY- OVER CREDIT 
an | ee +48 - ce 


“TL ner cnanox on(creor) [|_| 1/71) | | (ifA)ner cnanae on Gneon) 


Comrment test ww. weTzen 


107 | 








11] 


IN THE ABOVE FORMS THE READER SHOULD VISUALIZE THE FIGURES 
AND WORDS IN PARENTHESES AS IF THEY WERE PRINTED IN RED 


The variation in results and the reasons for them can be 
best explained by analyzing, with this table, the same 
accounts previously analyzed with the table which it will 
substitute. 

The float table will be the only table substituted, all 
others being applicable to either method of computing re- 
serves. Substituting this table, the analyses of the four 
accounts previously used would appear as illustrated on 
pages 287 and 288. 

The analyses of these accounts have been made in the 
same manner as were the previous ones and as far as the 
individual making them is concerned the only difference, 
outside of substituting the new table, would be a slight 
change in making the proof of the analysis. 
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IN THE ABOVE FORM THE READER SHOULD VISUALIZE THE FIGURES 
AND WORDS IN PARENTHESES AS IF THEY WERE PRINTED IN RED 


In making the proof, the amount of reserve, appearing 
on line four of the proof and statistics section of the analysis 
form, would be computed on the realized balance and not, 
as previously done, on the gross or ledger balance. All 
other steps are identical to those previously outlined in the 
analyses made when computing reserves on gross balances. 

It will be noted that our analyses now show either a 
smaller charge to or a larger accumulation of credit for the 
depositor than in those analyses previously made. 

There are two reasons for this result. 

First, by computing reserves on net instead of gross 
balances, there is a larger percentage of the realized balance 
available for the bank’s use and hence a greater amount of 
income applicable to the support of the expense of servicing 
the account. 

Second, inasmuch as a greater portion of net funds on 
hand are available for the bank’s use it does not require as 
large a gross sum to support the expense incurred and 
inasmuch as the bank’s profit is based on the balances re- 
quired (in the event the actual balances are deficient) the 
profit accruing to the bank would be smaller. 

In accounts where the balances exceed those actually 
required, the profit to the bank would be identical under 
either method, as will be noted by comparing the two 
analyses of Account Number Three. 
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READER SHOULD VISUALIZE THE FIGURES 
THEY WERE PRINTED IN RED 


IN THE ABOVE FORM THE 
AND WORDS IN PARENTHESES AS IF 


The differences in the amount of income from balances 
accruing to the respective accounts under the two methods 
of computing reserve are as follows: 

INCOME FROM AVAILABLE FUNDS 


Reserve 
On Net Difference 


$4.00 A1* 
8.43 40 


Reserve 
On Gross 


$3.59 
Two 8.03 
Three 9.85 10.25 40 

*The 1 cent variation in net differences is due to accumulated fractions previously 


commented upon. If computed to fractional parts of a cent the variation in each 
account would have been identical. 


Account 
Number 


One 


The entire amount of difference is accounted for by the 
fact that in one case the reserve is computed on gross and in 
the other on net. 

The differences in the amount of the bank’s profit under 
the two methods of figuring reserve requirements for the 
respective accounts are as follows: 


BANK’S PROFIT 
Reserve 
On Net 


$3.52 
3.52 
3.68 


Reserve 
On Gross 


1. $3.68 
3.68 
3.68 


Account 
Number 


One 
Two. 
Three 


Difference 
16 
16 

Loris: 


Both the increased amount of income from balances and 
the reduced amount of profit to the bank, when computing 
reserve on net, accrue to the benefit of the depositor. Com- 
bining these two factors will account, in full, for the dif- 
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ferences in results under the two methods. ‘To illustrate, 
Account Number One, analyzed under the method of com- 
puting reserve on net instead of on gross benefited by: 


Increased income from balances .41 cents 
Reduced profit to bank .16 


Total 57 
Plus charge shown whe n reserve was computed on net 5.69 


Equals charge shown when reserve was computed on 
| ERRORS. ions $6.26 


Justifying Bases of Profit Computations.—It will have 
been noted that whether the reserve was computed on the 
gross or the net balance of an account, the bank’s profit 
factor was based, in each case, on the larger of the two 
balances, actual or required. It will also have been noted 
that, regardless of the services rendered, when balances 
maintained by an account exceeded actual requirements, 
the bank’s profit increased in proportion to the increase in 
balances, but, when the actual balances were below those 
required, the bank’s profit did not go below a fixed minimum 
set by the analysis based upon services rendered. 

The question may arise as to why we should compute a 
profit on actually existing balances when they exceed our 
requirements, if we are to specify balance requirements and 
compute our profits thereon, when balances are deficient. 

Proving that we are to treat every account impartially 
and equitably is of such paramount importance to the suc- 
cess we will have that it would be unwise to employ any 
principle that could not be fully justified in the opinion of 
an unbiased judge. 

The question of why we employ a method that computes 
a profit on the larger of the two balances, the actual or the 
required, must therefore be fully justified if we are to 
employ it. 

First and most important it must be realized that in 
computing our profit on actual balances we are not levying 
a charge against an account. 

In all of our computations we have employed the prin- 
ciple of accepting deposit balances in payment of services 
rendered. ‘For those balances to be of value they must first 
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be employed to produce an income. The bank is able to and 
does employ them for that purpose. In so doing there is 
expense and risk entailed. 

For the bank to employ those funds, accept the expense 
and risk of so doing for itself and then turn over the full 
earning power therefrom to the depositor would be ridic- 
ulous to the sane judgment of any normal person. [For 
the services so rendered a bank is entitled to and should 
deduct from the income of these funds, made possible by 
its own organization, a certain portion as its fee for so doing. 

That is the principle under which we have made our 
analyses. We have accepted the responsibility of employ- 
ing deposit funds safely and we have deducted from the 
gross earnings therefrom a percentage representing the 
bank’s rightful fee for so doing. The balance of earnings is 
utilized by the bank first, to reimburse itself for other serv- 
ices rendered and second, if there is still a surplus, accumu- 
late it for the benefit of the depositor. 

Such a practice is sound in theory and is one of the 
very important principles employed that could not possibly 
be equitably dealt with by employing the method, which 
was previously commented upon, of padding expense items 
to include a bank’s profit. 

Illustrating that point and also establishing the equity 
of reserving a portion of the income from employed funds 
as the bank’s fee for so doing, we will analyze an account 
in which there will be no activity and whose balance remains 
stationary throughout the month. 

For the purpose we will assume an account to have 
aggregate balances of $300,000 or a daily balance of $10,000 
for thirty days. In making the analysis of this account we 
will drop the 25 cents maintenance charge previously used 
for the reason that to carry out our proof we will want to 
combine this account with another and we do not want a 
duplicated charge to destroy the accuracy of our com- 
parisons. 

The analysis of this account, which we will refer to as 
Account Number Five, would appear as shown on page 289. 

In analyzing this account it would have been immaterial 
whether reserve was computed on net or gross balances 
inasmuch as the net and the gross balances were identical, 
there being no float. 
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There would be little contention in this case but that the 
bank was justified in retaining the $8.22 as a fair fee for 
itself, accumulating the remainder of the income for the 
benefit of the depositor. 

Referring to the first analysis made of Account Number 
Three, we find that there was a profit of $3.68 and inasmuch 
as the balance requirement and the actual balances were 
identical, there would be little question of the bank’s equity 
in expecting that profit. 

Inasmuch as each of these accounts individually pro- 
duced a profit (without necessity of charge), that was 
adequate to the bank and also as the depositor could have 
been considered as receiving full credit for balances main- 
tained in each case, then the two accounts combined into one 
should produce the same results as they did individually, 
for both the bank and the depositor. 

To prove this assertion let us make a composite account 
of these two and then make an analysis of it. Such an 
analysis is shown on page 290. 

We dropped the maintenance charge of 25 cents in the 
first analysis in order not to throw our proof out by that 
amount when we combined these two accounts. We might 
have employed the means of putting in a double charge for 
the purpose when making the analysis of the composite 
account. One or the other would have had to be done or our 
illustration would otherwise have been thrown out of proof. 

Also, in the analysis of the composite account we em- 
ployed the float table based upon gross balance computa- 
tions inasmuch as that was the one used for analyzing the 
account which we are combining with Account Number 
Five to make the composite account. 

The profit on this composite account is $11.90 which is 
the same as the profit on the two individual accounts com- 
bined: 


Profit 
Account Number Three $3.68 
Account Number Five 8.22 








Composite account 





$11.90 


The resulting credits accumulating to the depositor 
from the composite account was $19.73, identical to the 
combined credits of the two accounts individually: 
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Accumulating Credit 
Account Number Three.. sels att, gece ae ome 
Account Number Five..... ae yee 19.73 


Composite ‘account pate detec ee. veeeee 19.78 


Krom the foregoing proof it is evident that a bank bas- 
ing its profit on the larger of the two balances, actual or 
required, is justified from the standpoint of logic, adequacy 
to itself and fairness to all depositors. 

In the event and to the extent that actual balances ex- 
ceed required balances, the excess balances would be in 
effect equivalent to a dormant balance as here illustrated and 
on which the bank can reasonably expect to realize a profit. 
Actually the bank would be charging nothing but would 
be allowing any excess over the amount of its fee, to ac- 
psig ae for the depositor’s credit. That fee it is entitled 

» for acting as custodian of those funds, keeping them 
pcb available for the depositor and in the meantime 
keeping them profitably employed at its own risk. 

In the event that balances maintained were deficient, 
then and to the extent of the earning power thereon, the 
depositor has underpaid the bank for services rendered and 
is rightfully subject to a charge. 

Basing our profit on gross balances, which includes float, 
is entirely justified, for the collection of funds and making 
them readily available for the depositor is a primary bank- 
ing function and if we cannot earn a livelihood on one of 
the primary purposes that warrants the existence of a com- 
mercial bank, it would be difficult to conceive how we could 
justify an income otherwise. The method herein pursued 
makes it possible for a bank to do so in a systematic and 
absolutely equitable manner. 





This Safe Deposit Business 


Bankers Should Think Twice Before Starting a Department —Rigid 
Rules to Be Followed Once Department Is Started 


By RALPH D. 


O bank, regardless of size, should 
engage in the rental of safe de- 
posit boxes without full and 

careful study of the business. No other 
department has the potential dangers in 
it. No other department should be as 
carefully equipped to properly protect 
both bank and customer. Two all im- 
portant questions will be the test for 
proper protection: 

1. Can we give as good protection to the 
safe deposit box renters’ property as we give 
the property of the bank? 

2. Is our protection equal to that pro- 


vided by banks in other towns or communities 
of equal size and environment? 


If either of these questions cannot be 
answered by “yes” it will be far better 
for the bank to decide to let the other 
fellow have the safe deposit business, 
and stay out of it. 

The bank is not the insurer of the 
contents of the safe deposit boxes but 
the very nature of the business requires 
a care and caution not called for in the 
operation of the other departments of 
the bank. 

As basic rules for safe operation of 
our vaults the following are offered, 
after a twenty-year period of actual 
supervision of a city vault and careful 
study of the business. They apply to 
every member of the staff from manager 
to porter as well as to bank officers who 
supervise this department. 

These rules are suggested on the pre- 
sumption that the bank has definitely 
satisfied itself of its ability to offer ade- 
quate protection to prospective box rent- 
ers. Having provided an approved vault 
with competent supervision and_per- 
sonnel— 

1. Rent boxes to responsible persons 
only. Use an approved form of lease 


SLAYMAKER 


or contract and at prices commensurate 
with the service rendered and at a 
reasonable profit to the company. 

2. The business of renting safe de- 
posit boxes is a strictly confidential one. 
No information regarding your renters 
or their business should be given to any- 
one except to persons showing legal au- 
thority to ask for such information. 

3. Our main responsibility is to pro- 
tect the property of our customers from 





This is a portion of an address 
recently made by this author before 
the National Safe Deposit Conven- 
tion. Mr. Slaymaker is secretary of 
the Union Safe Deposit Company 
of Kansas City, Mo., and president 
of the Kansas City Safe Deposit 
Association. 





anyone not legally entitled to it. This 
necessitates a system of access records 
and identification that will make it im- 
possible for any unauthorized person to 
secure such property. 

4. After proper identification and 
record being made, access is granted and 
after use of the guard key in the hands 
of a vault attendant the renter may use 
his key and have access to his property. 
The attendant should not handle the 
customer's key or touch the tin container 
without the consent, or at the request, 
of the box owner. If box is large and 
too heavy the attendant may carry same 
to a room but always in full view of the 
owner. 

5. Private rooms or booths properly 
equipped with such supplies as are usu- 
ally needed must be provided and box 
renters required to use such rooms for 
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viewing the contents of their boxes. These 
rooms must provide proper privacy and 
comfort for their users and must be 
locked when occupied and not opened 
for use by a future customer until thor- 
oughly examined for any article acci- 
dentally left therein. 

6. The box renter’s key must not be 
left in the lock or the box door locked 
open while the tin container is out. A 
positive rule, and never violated, does 
not permit the safe deposit company, 
bank or any employe to have in its or 
his possession at any time, out of full 
view of the renter, the renter’s key for 
the box. This is one of the cardinal 
rules of the business and its rigid en- 
forcement is absolutely necessary for the 
safety of the vault operator. 

7. Keys for unrented boxes and 
extra locks for replacements must be 
kept under proper supervised control. 
Keys should be factory sealed where 
possible and any replacement of lock 
or keys should be made only under di- 
rection of the officer in charge and in 


the presence of proper witnesses. A 
record of such change must be made 
and signed by all concerned. 

8. The daily routine of a vault must 
adapt itself to local conditions and re- 


quirements. Hours when open to the 
public should conform to banking hours 
if possible. In any event the advertised 
hours should be carefully observed. 

The almost hourly problems that pre- 
sent themselves for immediate solution 
must have the attention of a mature and 
level-headed manager. Legal questions 
concerning estates, trusteeships, guardian- 
ships, power of attorney and the like 
should have the benefit of the bank’s 
counsel who has made a special study 
of the safe deposit department and who 
can quickly and safely advise proper 
procedure. 

Familiarity with your state laws re- 
garding the legal cut-open of delinquent 
boxes, inheritance taxes and probate 
court requirements for a deceased rent- 
er’s box are part of the manager's neces- 
sary education. 
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9. Rental contracts covering corpora- 
tions with dual or other unusual access 
conditions must be carefully covered. 
Such rental and the subsequent accesses 
must be provided for by properly at- 
tested resolutions by the corporation's 
board of directors. 

Relations with partnerships, unincor- 
porated companies or associations often 
are dangerous and must be well under- 
stood by the careful manager. 

Claims for loss from boxes by excited 
renters and all of the many trying ex- 
periences that come each day to the 
safe deposit executive are only a part of 
the daily round of this many sided in- 
dividual. 

a: 
ECONOMIC EFFECTS OF HEAVY 
TAXES 


WE oppose this new tax program, first 
of all, on the ground that its enactment 
would threaten the orderly and efficient 
operation of our present industrial sys- 
tem. The inherent justice of “share- 
the-wealth” programs is a question of 
social philosophy on which opinions will 
always differ. But the practical effects 
of such measures on the operation of our 
competitive industrial system constitute 
an economic problem in which some 
analysis is possible. Under such a syster. 
the quest for profit is the mainspring of 
enterprise and material progress; and, 
without security of private property, 
profit is meaningless. The right to enjoy 
property and the right to transmit it are 
the two principal phases of that security. 
To the extent that these rights are cur: 
tailed, the influence of the profit motive 
is diminished—The Guaranty Survey. 


CONSEQUENCES OF BUDGET 
DEFICITS 


History demonstrates without excep- 
tion that, whenever a government con’ 
tinuously spends more than it takes in, 
the social consequences are tragic.— 
Lewis W. Douglas, Former Director of 
the Budget. 





BOERKE 


Cut Courtesy Remington Rand. 


| 
=~ BOURQUE 


“The Missing Mr. Birk” 


The Value of Soundex in Operating a Central Information File 


plication and errors in filing caused 

by variations in spelling, due to 
transposition of vowels, illegible writ- 
ing and many other reasons, Soundex is 
used by many banks in central informa- 
tion file operation and in the operation 
of credit files and savings depositors’ in- 
dexes. Soundex is a system that auto- 
matically groups similar sounding names 
regardless of variations in spelling. 

In any activity where a sizable file 
of names is built up and a number of 
people are involved in the procedure, 
no matter how much care is exercised 
or how good the supervision may be, 
there will always be a number of varia- 
tions in spelling the name as recorded 
on the various records. The Soundex 
method of filing is the only one which 
guards against this and avoids a dupli- 
cation and perpetuation of errors. A 
variation in the spelling of names on 
the various records has been found in 


le order positively to eliminate du- 


practically every bank during the in- 
stallation of this system and subsequently 
eliminated as a result of using this sys- 
tem. 

The rather common name of “Burke,” 
“Byrck,” “Buhrke,” “Burck,” “Burk,” 
“Bourque,” “Birk,” “Bourke” is spelled 
in approximately thirty-five different 
ways, and the name “Baer” may be 
varied in forty different spellings. This 
will illustrate the great variation of 
spelling of even rather common names 
and emphasizes the fact that foreign 
names are subject to almost endless 
variations. 

Soundex groups these variations and, 
after they have been grouped in one 
place, they are arranged by first name 
or initial. This reduces the filing and 
searching to only one place, regardless 
of how the spelling may have been 
varied. In many instances it will even 
control foreign names being changed to 
a simpler form, such as for example, 
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“Abramowitz” changed to “Abrams.” 
These would be automatically filed in 
the same place. 

Another outstanding advantage of 
Soundex combined with Kardex visible 
filing is the fact that should a card care- 
lessly be filed in the wrong place, it is 
immediately exposed due to the Soundex 
code being shown in the visible margin 
and would instantly be detected as be- 
ing different from the code numbers on 
cards with which it may have been filed. 

Soundex not only eliminates errors 
and speeds up filing and finding, but 
also makes it possible to use a less ex- 
pert and highly trained clerical person- 
nel because of the ‘simplicity of this 
method. 

The former’ heavyweight boxing 
champion’s name is familiar to us: Let’s 
take this name, “Baer” and see how 
many ways it can be spelled. The fol- 
lowing spellings of this name were ac- 
tually found in one of our banks and 
brought together by Soundex on this 
system’s being put to use: 


Baiir 
Bare 
Baehr 
Baehre 
Bahar 
Baehoar 
Bahor 
Bayor 
Bayer 


Bier 
Biere 
Byar 
Byor 
Byer 
Byher 
Bohaer 
Barr 


Beirr 
Bere 
Beahr 
Beaher 
Behar 
Beher 
Beyar 
Beyer 
Biar 


Baer 
Baar 
Baare 
Baear 
Baere 
Baiar 
Baier 
Bair 
Baire 
Bayre 


Bayeur 
Bear 
Beer 
Beere 
Beier 
Beare 
Beair 
Beaire 
Beir 


Names are a study in themselves and 
successful bank management cannot ig- 
nore this phase of its daily business. 

Many change their names. “Sham- 
borski” Americanized becomes “San- 
born”; “Lloyd” through preference be- 
comes “Loyd,” and through illiteracy 
“Ingersoll” becomes “Inkersall.” As al- 
ready noted variations in spelling occur 
in every family group. Errors in tran- 
scription lead to errors in filing. When 
the handwriting is illegible, vowels are 
very often transposed and consonants 
duplicated. And even skilled typists 
strike the wrong keys. M and N are 
adjacent on the keyboard. S and X 
are often interchanged by tired clerks. 
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V and B specially confuse awkward 
fingers. E and I trouble touch oper- 
ators who strike these keys with the 
corresponding fingers of the hand. U, I, 
O continuously invite transcribing error. 

In ordinary filing names are filed as 
written,—found as spoken. Even if 
you pronounce correctly the name you 
seek, you can never be certain of the 
spelling under which it is filed. Even 
if you spell it correctly, the writer may 
not. The card may be hiding in an- 
other section of the file. 

For example: Where will you look 
for “Bernstein”? In an alphabetic in- 
dex the various spellings of “Bernstein” 
are widely separated in the file. Un- 
less you know the exact spelling, you 
never know where to look. 

Is a filing clerk capable of remember- 
ing all these opportunities for error? 
Can you be sure that failure to find a 
card means it isn’t in the file? In a 
3000-division alphabetic index there are 
294 subdivisions of “B.” Most of these 
spellings of “Bernstein” would be in 
entirely different drawers. 

Russell-Soundex automatically groups 
90 per cent. of family names regardless 
of their spelling; discloses 96 per cent. 
of all transpositions of letters, and per- 
mits phonetic finding by a positive and 
unchanging filing plan. Soundex recog- 
nizes that there are but six fundamental 
sound groups in the English alphabet: 


& ca. mr 


A name completely loses its identity 
if you eliminate one of these letters, or 
substitute another for it. 


“Smith” becomes “Sith” without the “M” 
“Berry” becomes “Bey” without the “R’s” 
“Kelly” becomes “Key” without the “L's 


Eliminating a, e, i, o, u, w, y and h, 
all remaining letters fall into six sound 
groups, having a numeric equivalent. 
The initial letter of a name is never 


coded. It indicates the section of a file 
in which names with similar initial let- 
ter are found. “Allen” is “A,” “Baker” 
is “B,” and so on. 
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Taking the name “Earhart,” Russell- 
Soundex makes it 663. 


6 6 35 
EARKART 

And no matter how this name is 
spelled, it will have the same number. 

Soundex provides a positive and un- 
changing number for every name. It 
permits a clerk to think in terms of 
numbers rather than spellings. Soundex 
involves only six numbers instead of 
twenty-six letters of the alphabet. Names 
are arranged with the number groups 
by given names. The eye and hand 
go directly to the one name in which 
you are interested. There’s no fumbling, 
no preliminary research. There’s no 
necessity to memorize like given names. 

Two or more records on file—for one 
individual, under different spellings of 
his name, may result in serious loss. 
One may be a good record, the other 
may be bad. One record may suggest 
one decision, the other a wholly differ- 
ent course. Does your file contain du- 
plications like these? How much are 
they costing you? 


Christy, Jas. 
Christy, James 
Reeder, Margaret 
Rader, i 
Racine, Benjamin 
Rissen, Ben 
Ricken, Bennie 


The Morris Plan Company of San 
Francisco said this of their new filing 
system : 


“The Russell-Soundex system recently 
installed for our master files containing 
over 150,000 cards has proven to us be- 
yond a doubt the advantages of accurate 
filing and speed of operation. It was 
surprising to note when Remington 
Rand operators were installing this sys- 
tem, the number of duplicate cards 
found in our files, due to misspelling of 
names. Now that our employes in this 
department are familiar with the system 
they can perform the same amount of 
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work in just half the time previously 
taken. This has materially speeded up 
our loaning operations, and we are now 
able to give our customers much quicker 
service.” 

Using Soundex everyone must file 
and search alike. One mind must al- 
ways travel the same course. Two 
minds must always function in an 
identical manner. 


INTERNATIONAL CIRCULATION 

OF THE BANKERS MAGAZINE 
Editor, THE BANKERS MAGAZINE: 

In the May issue of your BANKERS 
MaGAZINE, you carried an article on 
page 617 entitled “Bank Teaches 
School.” In this article you made refer- 
ence to a booklet which we compiled 
for our school children and adult de- 
positors. 

We sincerely appreciate your article 
and were very pleased to answer the 
many requests for this booklet “Yonkers 
School Savings System.” We were also 
much surprised, as well as pleased, in 
receiving a request from a point as far 
distant as The Canara Bank, British 
India, proving conclusively that THE 
BANKERS MAGAZINE covers an exten- 
sive territory in the international bank- 
ing field. 

FRANK WARTUR, 


Manager of School Savings. 
Yonkers, N. Y., 
August 23, 1935. 


> 


VALUE OF PREPARATION FOR 
BANKING 


My observations in banking for many 
years, both as an employe and as an 
executive, have convinced me that the 
reason some men and women go ahead 
and others do not is that some keep 
themselves constantly informed and 
abreast of the times and are therefore 
prepared to fill larger duties and re- 
sponsibilities, while others do not. 


Rudolf S. Hecht. 





. .- in the management of the bank’s earning assets 
lie possibilities for either success or failure. . . 


LOSSES 


IN BANK EARNING 


ASSETS 


The Problem and How To Meet It 


By FREDERICK MUELLER, Jr. 


@ Losses in the earning assets of banks have been largely responsible for the 
late-lamented banking crisis and for the large number of bank closings which 
were reported annually prior to that event. Bank closings have been caused 
not so much by the increased cost of bank operation as by heavy losses in the 
bond and loan accounts. 


@ Recognizing the importance of the handling of the “earning assets” in success- 
ful bank management, Frederick Mueller, Jr., has made this analytical study of 
the problem and in this book he presents the facts and his conclusions. He has 
observed bank policies as to the investment of the earning assets during the past 
decade and has traced the results of such policies as revealed in the figures of 
losses in both the investment and loan accounts. 


@ Bank executives who wish to check their own experience with that of banks in 
general—who would compare their own policies with general banking trends— 
will find this book of great value and interest. 


@ To examine a copy without obligation, fill out the coupon below. 


APPROVAL ORDER COUPON 


BANKERS PUBLISHING COMPANY 
465 Main STREET, CAMBRIDGE, Mass. 


You may send me on 5 days’ approval a copy of “Losses in Bank Earning Assets” 
by Frederick Mueller, Jr. At the end of 5 days I will either send you my check 
for $3 or return the book. 
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A Proposed Pension Plan 


New York State Bankers Working on a Group Pension Plan to 
Be Available to Members 


T the recent convention of the 

New York State Bankers Associa- 

tion the committee on pensions 

submitted a report from which the fol- 
lowing extracts are made: 

Salaries are not and never have been 
large in the banking field which makes 
it of great importance that some action 
be taken to provide a regular means of 
taking care of retirement. Bankers in 
common with, all careful and conserva- 
tive business men set up reserves to 
meet obsolescence in building, equip- 
ment, possible or probable losses, and, in 
fact, nearly everything excepting that 
which represents the greatest outlay 
and the obsolescence of which is bound 
to occur, that is, in man power. To 
provide for the old age of those who 
have given so many years of their life 
to the service of a bank, is not only 
good business but a distinct duty. It 
is good business because it makes for a 
more satisfied group of employers. 
These men and women can approach 
their retirement age with both a’ higher 
degree of efficiency and a greater loyalty 
to their employers. We presume there 
is no one who has been an active bank 
executive over a considerable period of 
years who has not had to face the 
problem of what to do with an em- 
ployee who because of advancing years 
reaches the period of impaired efficiency. 
The dread of being dismissed from 
service almost inevitably affects the 
work of the employe and may easily 
lower the morale of the entire staff. 
No bank wants to put itself in the posi- 
tion before the community of dismissing 
an old and trusted employe without 
making provision for his support. This 
usually results in retaining him on the 
staff beyond the period of his greatest 
usefulness, thereby retarding the devel- 
opment of the organization and _inci- 
dentally working a severe hardship upon 


the younger and more efficient employes. 
It may result in retiring the older em- 
ploye on part time pay for which no 
reserve has been created and which 
simply adds to the payroll burden. 

And here is where the retirement 
fund steps in. There are many ways 
of creating such a fund but the one 
more generally accepted is that in which 
the employer and employe both partici- 
pate. This gives the employe a vested 
right in the fund which has _ been 
accumulated over a period of years and 
from which his retirement benefits are 
paid. He is no longer a_ pensioner 
dependent upon the generosity of a 
board of bank directors, the personnel 
of which may change from time to 
time. Neither is he humiliated by the 
thought that he is a burden upon those 
who perhaps for the sake of policy are 
providing for his welfare. A _ retire- 
ment fund cannot help but improve the 
morale of any group of employes. It 
furnishes an added incentive to continue 
in your service rather than be attracted 
away by temporary benefits. It estab- 
lishes a depreciation account to care for 
obsolescence in man power. It will 
raise the standard of the entire force by 
eliminating employes who have lost 
their efficiency. It is believed that the 
cost to the bank will be overcome by 
the saving in increased production and 
a reduced payroll. It will materially 
strengthen your bank’s reputation in 
the community which it serves. 

Many banks in the larger cities have 
in recent years adopted retirement fund 
plans. Up to the present time they 
have not been made available for the 
smaller institutions. It is this fact that 
prompted the study made by the New 
York State Bankers Association. To 
indicate the interest that is being taken, 
450 answers to the questionnaire sent 
out have already been received. Your 
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committee has endeavored to devise a 
group plan which will make it possible 
for a large number of small banks with 
a few employes each to co-operate and 
participate in a type of plan which is 
now available only to banks employing 
fifty or more. 

Your committee, after considering 
many plans now in operation and after 
much discussion with experts represent- 
ing insurance companies and private 
actuaries, has arrived at a set of specifi- 
cations for a plan, although these speci- 
fications are only tentative and are 
subject to final determination after 
further study, they will give you. an 
idea of what we are aiming at. They 
are as follows: 


1. The plan to be available to employes 
only after one year of service. 

2. Retirement at age sixty-five for men 
and age sixty for women. 

3. A pension of 1 per cent. of average 
salary times years of service for past service 
plus 14 per cent. of actual salary times 
years of service for future service. 

4. Payment of accrued liability for past 
service by employer upon adoption of the 
plan, or the amortization of such accrued 
liability over a period of years. 

5. The plan to provide a fixed basic 
rate of contribution by the employe. 

6. At the option of the participating 
bank the plan may include death benefits 
and disability benefits. 

7. The contribution of the banks for 
accrued liability for past service to depend 
on age and length of service of ‘individual 
employes. 

8. The employe to have the right, in 
the event of resignation or dismissal, to with- 
draw his contributions with interest at a 
guaranteed rate or to purchase a deferred 
annuity with his contributions plus interest 
at a guaranteed rate. 

9. The employe, if he resigns or is 
dismissed after five years’ service, to have 
the right to convert the bank’s contributions 
into a deferred annuity. 

10. In the event of resignation or dis- 
missal before five year's service, the bank to 
have the right to withdraw its contributions 
without interest. 

11. The underwriters to administer the 
plan in every respect including the collection 
of premiums from participating banks. 

12. In consideration of the association's 
agreeing to sponsor the plan, and recom- 
mend that members participate in it, the 
underwriters to agree not to solicit business 
under the plan. 
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The committee has submitted these 
specifications to several of the leading 
underwriters in the annuity field and 
they are now engaged in a study of the 
specifications. In the near future we 
expect to receive proposals from them 
making recommendations as to any 
changes they think advisable and quot- 
ing rates of contributions which would 
be required. 

In the meantime, from our observa- 
tion of similar plans and from our dis- 
cussion with representatives of under- 
writers, we believe that it is safe to say 
that, except for unusual cases, the rate 
of contribution to be paid by the em- 
ploye will not exceed 4 per cent. of 
annual salary, and the rate of contribu- 
tion by the bank in most cases will not 
exceed 6 per cent., which rate includes 
the bank’s contribution for future 


service as well as the cost of amortizing 
the accrued liability for past service. 
It should be noted, however, that this 
latter rate of 6 per cent. is a variable 
factor depending on the age and length 


of service of the employe in each bank. 


—©- 
OUR MONETARY POLICY 


THE whole policy of this Administra- 
tion, first in regard to debasement of the 
coinage and now in regard to partial 
repudiation of the public debt, is not 
only subject to the criticisms that Sen- 
ator Glass has heaped on it but has been 
utterly foolish and short-sighted. It is 
not perhaps too much to say that the 
one thing that has been holding back 
the recovery of the country from the 
depression of the last five years has been 
the utter uncertainty as to what the 
Government would next try to do in 
the way of depreciation of the currency 
and repudiation of the public debt. 
Were those fears out of the way, re- 
covery, by virtue of our enormous ulti- 
mate resources and the activity of our 
people, would be swift and sure.—Selden 
Bacon, in New York Herald Tribune. 





Small Personal Loans 


Some Legal Aspects of the Small Loan Business 


By WILLIAM R. WHITE 
Deputy Superintendent, New York State Banking Department 


URING recent months, bankers 

have shown considerable interest 

in the business commonly re- 
ferred to as that of “personal loans.” 
The necessity of putting surplus funds 
to work and the emphasis which the 
Government has placed on the financ- 
ing of the small borrower have un- 
doubtedly had much to do with this 
change of attitude on the part of the 
commercial banker toward a field which 
heretofore had held little attraction for 
him. For the purpose of this discus- 
sion, I shall attempt to consider the 
small loan business from the more im- 
portant viewpoints. 

Economists nowadays no longer rest 
content in the belief that production 
automatically finances consumption; 
that to keep the wheels of industry 
turning is to insure general economic 
well-being. It is more and more clearly 
realized that consumption must keep 
pace with production and that problems 
of over-production are equally problems 
of under-consumption. 

At the present time, we may well ask 
whether the consuming power of the 
great mass of consumers, the wage- 
earners, is not unnecessarily limited by 
the inability of commercial banks and 
trust companies to furnish them with 
credit on a six per cent. per annum 
basis, since it can be conceded that such 
institutions can not as a rule profitably 
make loans of two or three hundred 
dollars or less at six per cent. If it is 
true that the wheels of industry are in 
fact periodically or permanently im- 
peded by the inability of the consumer, 
who would be the small borrower, to 
obtain credit, then the bankers and 


Condensed from an address before the 
New York State Banking Convention. 


business men may well consider means 
of creating a sufficient flow of con 
sumer credit to remedy the condition. 

From a purely social standpoint, it 
may be urged that an extension of small 
loan facilities, however accomplished, 
is desirable as a further check upon the 
activities of the so-called “loan shark.” 
The problem created by the loan shark 
is not so acute in New York as it was 
before the passage of the Licensed 
Lenders Article of the Banking Law 
and the development of industrial 
banks. Yet many bankers would be 
shocked to learn of instances of extor- 
tionate rates and unscrupulous practices 
of loan sharks still operating, which are 
exposed from time to time. An open 
field for these money lenders still exists 
in communities in which lawful lending 
facilities are not adequate. 

From a practical viewpoint, however, 
there may be objections to the en- 
trance of commercial banks and trust 
companies into the small loan field. 
Experience has shown that the opera- 
tion of a small loan department by a 
commercial bank frequently leads to 
ill-will, engendered by the belief of the 
small borrower that he should, if he 
obtains a loan, be charged no more 
than the commercial borrower. This 
feeling of antagonism, it must be ad- 
mitted, often is occasioned or increased 
by the fact that such a borrower may 
not realize that he is in effect paying 
more than six per cent. interest until 
after the loan has been completed and 
partly repaid. 

Furthermore, in the ordinary case, 
the establishment of a small loan de- 
partment involves an initial capital in- 
vestment of some size. Supplies, equip- 
ment and advertising are expensive. 
But these must be purchased and a 
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great deal of time of officers and clerks 
must be consumed before the business 
can actually be started. None of this 
initial expense can immediately be re- 
paid, since it is probable, even if the 
small loan department is an instant 
success, that it cannot show a profit 
for some time. Eventual success de- 
pends upon the building up of a large 
and steady volume of loans, since the 
overhead is high and is not greatly 
affected by volume. A single small 
loan ordinarily requires more attention, 
more time of clerks and bookkeepers, 
than one several times its size in the 
commercial department of the bank. 
Thus, returns, even upon a_ large 
volume, may frequently be disappoint- 
ing. 


COMPETITION IS KEEN 


There is the further consideration of 
excessive competition among commercial 
banking institutions having small loan 
departments and other companies whose 


business is confined solely to that of 
making personal loans. Any great ex- 
pansion of small loan facilities, par- 
ticularly in cities, would without ques- 
tion result in such competition. It 
should not be necessary to point out 
that the consequence would be a reduc- 
tion in the volume of such loans made 
by individual institutions and the pos- 
sible cutting of interest rates, which 
could easily replace a reasonable profit 
with a substantial loss. 

The majority of bankers, however, 
are probably more interested in the legal 
questions involved than the points al- 
ready mentioned. The question is one 
as to which lawyers are apparently not 
in complete accord and I wish to em- 
phasize that my discussion is not to be 
understood as a legal opinion. 

The principal legal problem is 
whether the operation by a state bank 
or trust company of a small loan de- 
partment on the usual plan would 
involve the receipt of interest in excess 
of six per cent. per annum, in violation 
of the banking law. An understand- 
ing of the question is more easily reached 
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if the following facts are kept in mind: 
Pursuant to specific provisions of the 
banking law, industrial or Morris Plan 
banks are empowered to deduct six 
per cent. interest in advance, upon the 
principal amount of loans of not more 
than $5000, running for not more than 
one year and, in effect, to require the 
repayment of such loans in equal in- 
stallments during the period of the 
loans. This installment repayment is 
obtained through the sale by the in 
dustrial bank to the borrower of certifi- 
cates corresponding in face amount to 
the amount of the loan. These certifi- 
cates are held as security for the loan 
and must be paid for in equal install- 
ments over the life of the loan. As a 
result, the average amount actually at 
the disposal of the borrower during the 
period of the loan is about one-half of 
the face amount of the original obliga- 
tion. Therefore, the borrower pays at 
the rate of approximately twelve per 
cent. per annum upon the average 
amount of money which he has at his 
disposal. 

National banks, in some _ instances, 
have entered the small loan field and 
are obtaining substantially the same rate 
of return upon small loans by deduct: 
ing six per cent. interest in advance 
and requiring the borrower to open a 
special interest account which must be 
pledged as security for the loan and 
into which regular installment deposits 
sufficient to pay off the loan at matu- 
rity must be made. 

National banks justify this interest 
rate in two ways. First, they urge that 
it is contrary to the facts to treat the 
installment payments into the pledged 
special interest account as payments in 
reduction of the debt. On the con 
trary, they argue, the loan and the 
special interest account are entirely 
separate and the relationships to the 
bank of borrower and depositor, though 
both are the same individual, are in no 
way connected. Therefore, the pay’ 
ments into the special interest account 
amount simply to building up the col- 
lateral to the loan. If the payments 
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by the borrower were voluntary and 
not required by the loan agreement, 
this argument would obviously be more 
convincing. 4 

The second and principal argument 
of the national banks is ‘based on the 
fact that under the National Bank Acct, 
a national bank is empowered to charge 
the same rate of interest’as is allowed 
to state banks by the laws of the state 
in which the national bank’ is located. 
The argument here is that industrial 
banks are state banks within the mean- 
ing of such provision of the National 
Bank Act and that, therefore, national 
banks are empowered to charge the 
same rate of interest as industrial banks 
upon the same type of loan. The difh- 
culty with that theory is that Congress, 
in other connections, has seen fit to 
refer specifically to industrial banks as 
Morris Plan banks. However, the view 
has been upheld in at least one case in 
a municipal court of the City of New 
York. 

State banks and trust companies de- 
siring to enter the small loan business 
have developed a line of reasoning in- 
volving the interpretation of corre- 
sponding provisions of the banking 
law, which permit such institutions to 
receive on loans and discounts interest 
at the rate of six per cent. per annum, 
taken in advance, and no more. Both 
these provisions, one relating to state 
banks, the other to trust companies, 
conclude with general language to the 
effect that their true intent and mean- 
ing is to place and continue such state 
banks and trust company on an equal- 
ity, in the particulars therein referred 
to, with national banks organized under 
the National Bank Act. 

On the strength of this language, it 
is contended that if national banks 
may. engage in the small loan business, 
so also may state banks and trust com- 
panies, since to hold otherwise would 
tend to nullify the express purpose of 
the provisions referred to. In brief, the 
contention is that the last sentence of 


each of these sections is to be construed 
as a grant of power, authorizing state 
institutions to charge the same rate of 
interest as national banks, whatever that 
rate may be. Such an argument raises 
the question as to whether the general 
explanatory and descriptive matter fol- 
lowing the specific grant of power in 
fact enlarges the power specifically 
granted. 

State institutions also rely upon the 
argument to which I have already re- 
ferred in discussing the question in con- 
nection with national banks, that de- 
posits made in a special interest account 
which is held as security for the loan 
are merely additions to collateral and 
not payments on the loan. 

Briefly stated, such are the legal 
phases of the question. In view of 
the division of opinion existing among 
lawyers, the matter is one which might 
well be considered with a view to 
obtaining legislation dealing specifically 
with the problem involved. 
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RE-EMPLOYMENT IS BIG 
PROBLEM 


THE paramount problem of today, not 
only in this country, but in all coun’ 
tries, is the re-employment of the un- 


employed. If we are to restrict the 
ability of industry to produce things in 
a big way, at the same time we lose our 
ability to produce efficiently. As costs 
rise, selling prices go up. As selling 
prices mount, our ability to consume is 
reduced, foreign competition is favored, 
production is reduced and unemploy- 
ment is increased. Common sense dic- 
tates that the only possible way to main- 
tain, to say nothing of improving, the 
present standard of living is to handle 
our affairs so as to insure the lowest 
real cost, hence the greatest possible con- 
sumption. The sooner that fact is recog- 
nized, the sooner will the trend of un- 
employment be reversed, and re-employ- 
ment begin.—Alfred P. Sloan, Jr. 














If you are planning a new bank 
building, you ought to read... 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 





It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 


ing and profitable. 


It is profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK 


BANKERS PUBLISHING COMPANY Send for 
Book Dept.—465 Main St., Cambridge, Mass. 

You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 

Within five days after its receipt I will send you $7.50 
in full payment or return the book. on 


approval 














INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


Investment Market 


THAT the business recovery now under 
way is having an effect on the invest- 
ment market is plainly in evidence. Bond 
offerings continue to increase, and while 
these stili largely represent refunding 
operations, they are nevertheless of 
great importance, for on the savings 
thus effected in corporate operations it 
will be easier to resist increased costs in 
other directions, such as higher wages 
and taxes. While the corporations were 
somewhat slow in taking advantage of 
the easy money situation to carry out 
refunding plans, they are now realizing 
that it is wise to reduce this element in 
their fixed charges before there is a 
change in present conditions. 

For several months these pages have 
recorded the increase that has been tak- 
ing place in the capital market, a move- 
ment that continues with no immediate 
signs of being halted. How great has 
been this gain may be seen from the 
fact that the total of issues becoming ef- 
fective under the National Securities 
Act for the first six months of this year 
was nearly double that of the year pre- 
ceding. 

As an indication of the better feel- 
ing regarding the investment situation, 
the renewed activity in the stock market 
is not without significance. Average 
prices of late have reached the peak for 
the present year, and profit-taking has 
only occasioned moderate recessions for 
brief periods. 

Although “easy money” has been a 
prime factor in the developments men- 
tioned (the excess bank reserves lately 
reaching $2,500,000,000, or nearly the 
highest figure reported), the unmis- 
takable signs of business recovery have 
probably been chiefly responsible for 
them. These signs are now so wide- 
spread as to warrant the belief that the 
country is now making substantial ad- 
vance out of the slough of depression 


shortly encountered after the stock- 
market collapse now nearly six years 
ago. Indeed, some of those cautiously- 
minded are expressing the fear that we 
may soon be in an era resembling the 
hectic period that preceded that mem- 
orable collapse. The disposition of our 
people to rush to extremes, and the huge 
excess bank reserves, give some ground 
for such foreboding; but meanwhile, 
without borrowing trouble, there are 
enough evidences of solid recovery to 
warrant the hope of distinctly better 
times, and of this fact the security mar- 
kets are taking note. 


Corporate Earnings 


For the second quarter of the year lead- 
ing corporations are showing increased 
profits, both as compared with the pre- 
ceding quarter and the same period a 
year ago. Favorable as this situation is 
as indicative of business recovery, the 
corporations have a long way to go be- 
fore making up for the lean years 
1930-35. The National City Bank of 
New York states in its August letter 
that some 90,000 manufacturing cor- 
porations will show no net return what- 
ever during this period, and that all of 
the expansion of industrial capital from 
1925 to 1929 has been lost in the de- 
pression. 


E. S. Woolley 


Corporation 


BANK ACCOUNTANTS 


70 Wall Street - New York 
29 South La Salle Street - Chicago 


Cost Surveys 
Internal Checks and Audits 
Service Charge Plans 
Installation of Systems 
Departmental Budgetary Control 
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Railroads 


Lack of profits for the railroads of the 
country continues to be an unsatisfactory 
feature of the investment situation. For 
May, as an example, the reports of 149 
Class I roads indicated a net loss of 
$4,787,199, after deducting taxes and 
charges. This loss was more than 43 
per cent. greater than for the same 
month in 1934. It is now some eight 
years since the railways, taken together, 
have been earning any net returns. 


Canadian Offering 


Last month the Canadian Government 
filed with the Securities and Exchange 
Commission the required information for 
making an offer in the New York mar- 
ket of an issue of $76,000,000 of re- 
funding bonds bearing 2!/, per cent. in- 
terest, and to mature in ten years. Since 
the Canadian dollar has been stabilized 
on the same basis as the American dol- 
lar, the dislocation in the currencies of 
the two countries, heretofore constitut- 
ing an obstacle to borrowing in the 
American market, has been removed. 
This will be the first foreign loan offered 
here since the Republic of Finland loan 
was floated in November of last year. 


General Motors 


NET earnings applicable to the com- 
mon stock for the second quarter ended 
June 30, 1935, were equivalent to $1.17 
per share on the average common shares 
outstanding during this quarter. This 
compares with earnings of $0.88 per 
share for the second quarter of 1934. 
For the six months ended June 30, 1935, 
net earnings applicable to the common 
stock amounted to $1.85 per share on 
the average common shares outstanding 
during this period. This compares with 
earnings of $1.51 per share for the six 
months ended June 30, 1934. 

Net earnings available for dividends, 
including equities in the undivided 
profits or losses of subsidiary and af- 
filiated companies not consolidated, for 
the second quarter ended June 30, 1935, 


amounted to $52,219,467, compared 
with net earnings of $40,267,090 for 
the second quarter of 1934. After de- 
ducting dividends of $2,294,555 on the 
preferred stock, there remains $49,924,- 
912, being the amount earned on the 
common shares outstanding, which com- 
pares with earnings on the common 
stock of $37,972,535 for the second 
quarter of 1934. 

For the first six months of 1935, 
net earnings available for dividends 
amounted to $83,729,838, compared 
with net earnings of $69,586,613 for 
the first six months of 1934. After de- 
ducting dividends of $4,589,110 on the 
prefererd stock, there remains $79,140, 
728, being the amount earned on the 
common shares outstanding, which com- 
pares with earnings on the common 
stock of $64,997,503 for the first six 
months of 1934. 

Cash, United States Government and 
other marketable securities at June 30, 
1935, amounted to $229,858,180, com- 
pared with $201,713,115 at June 30, 
1934, and $186,966,609 at December 
31, 1934 Net working capital at June 
30, 1935, amounted to $340,667,357, 
compared with $299,837,515 at June 
30, 1934, and $273,174,677 at Decem- 
ber 31, 1934. 

As further indicative of the pros 
perity of the General Motors Corpora’ 
tion, the directors, at a general meeting 
held on August 5, declared a regular 
dividend of 50 cents and an extra divi- 
dend of 25 cents per share on the com- 
mon stock, payable September 12, 1935, 
to stockholders of record August 15, 
1935, and also a dividend of $1.25 per 
share on the $5 preferred stock, pay- 
able November 1, 1935, to stockholders 
of record October 7, 1935. 


Government Financing 


AN issue of Treasury bills, amounting 
to $30,000,000, was made near the end 
of July at the low rate of 1.2337 per 
cent. The bills are to mature Novem: 
ber 1, and the proceeds were partly used 
to retire an issue made some time ago 
at the rate of 27/g per cent. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 








General Conditions 


DuRING August the situation in the 
principal foreign countries has experi- 
enced no marked change, although the 
French efforts to effect deflation have 
met with rather serious resistance, and 
the Dutch guilder has shown consider- 
able weakness, resulting in a loss of gold 
to New York. 

September is generally regarded as 
the month in which Mussolini will 
launch his attack against Ethiopia, unless 
the attempts being made by Great 
Britain, France and the League of Na- 
tions should find a peaceful solution of 


the difficulty. 


France 


THE economic policy of France is now, 
to a very large extent, being shaped by 
decrees under authority given Premier 
Laval by the French parliament. Forty- 
one of these decrees are designed to 
reduce the cost of living. Double that 
number were to be issued, a main ob- 
jective being a reduction in the cost of 
government. For the purpose of help- 
ing the unemployed, a large public works 
program is to be carried out. For the 
present the franc is safe from devalua- 
tion, although financial authorities are 
far from agreeing that the danger to it 


will not again recur, especially should 
M. Laval’s plans not work out as con- 
templated. The Bank of France re- 
cently reduced its discount rate from 
31/4, to 3 per cent. 


Germany 


PsYCHOLOGISTS have warned against 
what they call an “inferiority complex” 
as inimical to the progress of the in- 
dividual. If cabled reports to the news- 
papers are to be credited, Germany— 
or at least a large part of the popula- 
tion—now seems possessed of the op- 
posite malady—a “superiority complex.” 
An Aryan race has been discovered de- 
spite failure of ethnologists positively 
to identify any such specific division 
of the human family. German life 
seems to be undergoing a reorganization 
based on the theory that the German 
people are the supreme example of this 
superior race, and those outside this 
charmed circle are having rather a hard 
time of it. Incidentally a new “re- 
ligion,” largely pagan in character, is 
coming into favor, especially among the 
younger and more enthusiastic elements 
of the population. 

Employment is increasing in Germany, 
there having been a gain of over 2,000,- 
000 at work since the low point in 
January. Food prices have lately shown 
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Bombay (India) 
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Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
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COLLECTIONS 
ON 
ECUADOR 


Since the repeal of the Exchange Control in 
Ecuador, collection facilities improved con- 
siderably. Our Bank is now able to undertake 
the reimbursement in Dollars without delay, 
subject to drafts being met in local currency. 


LA PREVISORA NATIONAL BANK OF CREDIT 


Head Office in GUAYAQUIL 


Branches: 
QUITO, AMBATO, RIOBAMBA, MANTA, BAHIA, CUENCA. 


a rising tendency. Production of steel 


for the first half of 1935 was well above 
the figures for the first half of 1934. 
Recently production has been main- 
tained at a fairly stable rate. 

The balance of trade for the first six 
months of 1935 was unfavorable to the 
extent of 164,100,000 marks against 
216,334,000 marks for the like period 
of 1934. This improvement was brought 
about more by a reduction in imports 
than any gain in exports. Imports for 
the first half-year totaled 2,126,274,000 
marks, a decline of nearly 7 per cent. 
as compared with the like period of 
1934; exports amounted to 1,962,174,- 
000 marks, a decrease of 6 per cent. 


Great Britain 


Tuis land of steady habits pursues the 
noiseless tenor of its way, disturbed 
more by the doings of its European 
neighbors than by internal problems, 


1931 


$4,588,882 
1,954,449 


Imports to Poland from United States 
Exports from Poland to United States 


though unemployment is still one of the 
vexing questions troubling the British 
mind. But employment is increasing, 
and about the end of June the number 
employed was some 188,000 greater than 
for the same period last year, while the 
total employed was the highest on record. 

Imports into the United Kingdom de- 
clined by less than 1 per cent. and ex- 
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ports increased nearly 9 per cent. in the 
first half of 1935 as compared with the 
January-June period of 1934. Imports 
for the six months of the current year 
were valued at £359,900,000, exports 
reached £206,600,000, and re-exports 
fell very slightly to £28,800,000. 


Poland 


As of June 30 the Bank of Poland re- 
ported gold in vaults and abroad at 
510,430,846 zlotys, an increase of 353,- 
910 zlotys as compared with the pre: 
vious statement. Foreign exchange and 
balances abroad, at 15,667,840 zlotys, 
represented an increase of 2,251,672 
zlotys. 

The turnover figures of Poland's 
trade with the United States for the 
past four years, according to the United 
States Chamber of Commerce and the 
United States Department of Commerce, 
are as follows: 


1932 


$7,108,132 
1,255,848 


1933 


$15,113,975 
2,685,564 


1934 


$18,960,000 
5,840,000 


The growth of the Postal Savings 
Bank of Poland, “P. K. O.,” during the 
past ten years has made it the largest 
financial institution of Poland. As a 
central depository for savings, its de- 
posits last year reached an all-time high 
with an annual turnover of more than 
five times the total amount of currency 
in Poland. 
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Authorized P10,000,000.00 
Fully Paid P6,750,000.00 
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CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 


a Cebu, Iloilo, Zamboanga 
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EIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 


description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


Italy 


WHILE the recent advance in the dis- 
count rate of the Bank of Italy from 
31/, to 4V2 per cent. is officially ascribed 
to “increased industrial activity,” other 
reports ascribe the move as an attempt 
to relieve the lira from the pressure it 
has recently undergone on account of 
preparations for war with Ethiopia. 
The economic situation has for some 
time been unfavorably affected by the 
continued heavy excess of imports over 
exports, decline in emigrants’ remittances 
and in tourist expenditures. On top of 
all this there now comes the huge out- 
lay which the preparation for war en- 
tails. 
Reports indicate that tentative sugges- 
tions for long-term loans, made in 
London and New York, have not been 
favorably received. 


Holland 


MENTION has been made abave of the 
pressure to which the guilder has suf- 
fered of late. Holland, like France, is 
endeavoring to stick to the gold stand- 
ard, and without resorting to devalua- 
tion. As with the French, the Dutch 
people have been reluctant to undergo 
the sacrifice this would call for. 
Unemployment, falling off in trade, 
decline in construction, and budget 
deficits for the last four years, are some 
of the difficulties being encountered, not 
much different from those widely preva- 
lent. Fortunately, the credit of the 


Inquiries and correspondence invited. 


Netherlands government continues high, 
and for the present the recent crisis 
seems to have been surmounted. 


The Argentine 


For the first six months of this year 
revenues increased by $10,870,174 over 
the like period for 1934. While the 
cash revenues gained by $17,743,694, 
there was a decrease of $10,845,347 
from credit operations. 

Total value of exports in the first six 
months of this year was 16 per cent. 
above the exports for the same period 
last year. Export of corn to the United 
States is continuing and at a heavy rate. 
The excess of imports (all kinds) over 
exports for the first half of 1935 
amounted to 273,000,000 pesos. 


Japan 


ACCORDING to the Oriental Economist 
economy is to be the watchword in the 


new budget, “all new appropriations 
must be for the most urgent requirements 
only, and the amount involved should 
be the smallest possible.” Bond flota- 
tions are not to be allowed to exceed 
those for the fiscal year 1935-36. 


Australia 


SURVEYING conditions in Australia, the 
Circular, published by the Bank of New 
South Wales, finds that in place of the 
gloomy characteristic of 1932 this year 
the note struck is one of confidence and 
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Christiania Bank og Kreditkasse 


Oslo (Christiania), Norway 


Founded 1848. 


First established 
private bank in 
Norway 


Telegraphic address: 


BANKING BUSINESS OF EVERY 
DESCRIPTON TRANSACTED 


Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000. 


New York Agents: 
The National City Bank of New York, Guaranty Trust Company of New York 
and Irving Trust Company 


even of optimism. The fear that gov- 
ernment finances would be allowed to 
drift has been dissipated by carrying 
out the premier’s plan in all the states 
comprising the Commonwealth, while 
control of the London-Australia ex- 
change rate by the Commonwealth Bank 
has meant three and one-half years of 
stability, despite the fluctuations of 
sterling. 


New Belgian Law 


WITH a view to insuring complete in- 
dependence of banking from industry 
and commerce, the Belgian government 
on July 10 put into effect a law impos- 
ing restrictions on activities of banks 
and bankers. The preamble of the law 
expresses the desire that the banking 
function be intrusted to a relatively 
small body of persons who will dedicate 
their efforts exclusively thereto and 
whose responsibility will be clear and 
definite. 

Banks would be forbidden to possess 
industrial securities except temporarily 
for specific transactions, and bankers’ 
active participation in industrial enter- 
prises would be strictly limited to two 
companies as a maximum. 

A permanent banking commission of 
seven to be appointed by the King will 
undertake general supervision with the 
aid of auditors permanently attached to 
each bank and charged with reporting 
irregularities other than those of a fiscal 
nature. 

The commission is to establish liquid- 
ity ratios suitable to each bank, draw 
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up a register of authorized banks, re- 
ceive detailed monthly statements, pass 
on amalgamations and supervise capital 
issues, which it can postpone if market 
conditions are unfavorable or fraud is 
suspected but it cannot veto. 

Among other provisions the banks are 
forbidden to make loans to their own 
officers or reserve to them participations 
in issuing syndicates, and in the event 
of a bank failing the directors must re- 
imburse fees which they received in the 
past two years. 

The law, which applies also to for- 
eign banks, follows the recent creation 
of the rediscount and guarantee in- 
stitute and completes a banking reform 
program. 

-~©- 
INTERNATIONAL BANKING NOTES 
District BANK (Manchester, England). It 
is reported that negotiations are under way 
which, if consummated, will result in the 


absorption of the County Bank by the Dis- 
trict Bank. 


STANDARD BANK OF SouTH AFRICA. At 
the shareholders’ meeting held in London 
July 25, the report presented showed net 
profits for the year were £502,590, compared 
with £433,179 last year. 


MipLanp Bank LimitTeED. The directors of 
Midland Bank Limited have announced an 
interim dividend for the half-year ended 
June 30 last at the rate of 16 per cent. per 
annum less income tax. The same rate of 
dividend was declared a year ago. 


WituiaMs Deacon’s BANK LimiteD. For 
the six months ended June 30 the directors 
declared an interim dividend of 124 per 
cent. less income tax on the A and B 
shares. 
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San Francisco Office : Bank of Montreal 
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TOTAL ASSETS IN EXCESS OF $750,000,000 ,:i: 


Current Conditions 


Upward Trend 


THe August 23 Letter of the Bank of 
Montreal reports that there are many 
evidences of the upward movement in 
Canadian business despite midsummer 
conditions. Building construction, one 
of the most important factors in the 
economic set-up, was higher in June 
than a year ago and higher again in 
July; the external trade of the Do 
minion, notwithstanding a slight reces- 
sion in June, was again higher in the 
month ‘of July than a year ago, and for 
the first six months was 4 per cent. 
above the 1934 half-year record. Gold 
production in the Dominion is reach- 
ing new high levels and expansion is 
being shown in several important lines 
of manufacturing industry. The auto- 
mobile output for the first six months is 
well above that of the 1934 period. 


Established 1817 


BRANCHES IN CANADA 
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Increased Activity 


THE August Monthly Commercial Let- 
ter of the Canadian Bank of Commerce 
reports that construction and the tour- 
ist trade have been more active than a 
year ago, and although some other in- 
dustries have been seasonally dull, the 
level of the spring revival in domestic 
trade has been on the whole sustained. 
Both exports and imports have been 
declining of late. 

Although extremely variable weather 
has characterized the past month, there 
is a more favorable outlook for the 
growing crops than was the case a year 
ago. Drought has not wrought as much 
damage in the Prairie Provinces, but 
a serious menace has arisen in the form 
of black rust in certain sections. 

While export trade has been on a 
declining scale and numerous industries 
have been adversely affected by this 
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development as well as by seasonal in- 
fluences, there have been elements of a 
stimulating character in agriculture, 
construction and tourist trade to hold 
general business at the comparatively 
satisfactory level it reached in the up- 
turn of the late spring. 
Notwithstanding the seasonal slack- 
ening in the automotive trades, steel 
production appears to have risen above 


the comparatively high level of June. 


The secondary industries have practi- 
cally maintained the favorable record of 
the two preceding months, reports again 
revealing more gains than losses in 
production. New construction con- 
tracts awarded in July were again much 
larger than in the like month of 1934, 
and raised the: volume of building and 
engineering work in progress to a point 
more than 20 per cent. over that of a 
year ago. 


Continued Stability 


For the past fifteen months there 
has been no decided change in the 
condition of ‘business, is the state- 
ment made in the July issue of the 
Monthly Review of the Bank of 
Nova Scotia. From the standpoint of 
the country at large the first half of 
1935, like the major part of 1934, was 
characterized by a notable measure of 
stability. Thus, this Bank’s Cumula- 
tive Index of Business in Canada has 
fluctuated within the narrow limits of 
82 per cent. and 86 per cent. of the 
1925-29 average ever since March, 
1934. Since the beginning of this year, 
the Index has varied between 84 per 
cent. and 86 per cent. of the same base 
period. 

It should not be forgotten, however, 
states the Review, that this stability 
has been the result of conflicting 
tendencies in different parts of the 
economy. On the one hand, some 
favorable developments have been 
recorded and prospects for agriculture 


have improved. On the other, certain 
factors continue to cloud the outlook 
for further expansion. 

From the standpoint of the farmer, 
favorable changes include the revival of 
the cattle trade and the prospect for 
good crops, particularly of wheat. Ex- 
panded cattle exports to the United 
States have provided a source of in- 
creased farm revenue. If present crop 
prospects are maintained, the recent 
problem of feed shortage will have 
largely vanished and, above all, the 
depressed drought areas of the Prairie 
Provinces will experience some re- 
covery. 

From the industrial viewpoint, the 
moderate upturn in manufactures, the 
recent increase in the volume of con- 
struction, and continued activity in the 
mines, provide encouragement. In the 
manufacturing field, automobile plants 
have been busy and the iron and steel 
trades as a whole have shown a moder- 
ate revival. Construction has been 
stimulated by the public works pro 
gram of the Dominion Government, 
and, to a small extent, by increased 
building of residences and apartments. 
The obscure market outlook for wheat 
is among the influences which tend to 
restrict further recovery. 


Gain in Railway Earnings 


FRoM a preliminary report of the Do 
minion Bureau of Statistics it is learned 


that of the thirty-four railways in 
Canada reporting their 1934 operations, 
eleven failed to earn their operating 
expenses. But this was an improve- 
ment over the preceding year, when 
fifteen lines did not earn operating ex- 
penses. The report states that during 
1934 gross revenues of Canadian rail- 
ways were greater each month than in 
1933 and for the year amounted to 
$300,837,816, as against $270,278,276 
for 1933; the latter being the low point 
since 1916. 





ADVERTISING AND PUBLIC 
RELATIONS 


A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by Matcotm Davis 


Backfire 


growth of public relations efforts 

by bankers throughout the country. 
The widespread evidences of sincere 
bank merchandising accumulate and be- 
come a power for much good in their 
accumulation. In some sections bankers 
are now no longer looked at askance. 
Perhaps in time bankers and the com- 
munities they serve may find them- 
selves on a higher plan of co-operation, 
understanding and mutual benefit. This 
is particularly true as bankers prove 
themselves honest in their dealings, 
straightforward in their actions and 
thus win the confidence of the press and 
the people. It is indeed a lovely thing 
to watch. So, for that matter, is a 
rose, but even a rose has thorns. 

es 


[I is a lovely thing to watch, this 


For convenience’ sake, we will call 
him Jack Wells. Jack is a_ likable 
chap with a mind long trained in the 
advertising game. Connected with a 
wellknown New York advertising 
agency, Jack is a writer of considerable 
merit and has often turned his adver- 
tising brains to the writing of leaflets 
and folders for banks. Some of his 
folders were on service charges, and so 
excellently did he cover the service 
charge story that many banks bought 
his folders and sent them out to their 
customers with the result that the cus- 
tomers gained a new understanding of 
service charges because Jack’s writing 
was simple, clear and interpreted bank- 
ing to the lay mind in a most under- 
standing fashion. 

One fine day Jack heard that a clear- 
ing house in a certain medium-sized city 
in one of our great Middle Atlantic 


States was interested in explaining serv- 
ice charges to the good citizens of its 
community. So Jack got in touch with 
the proper parties and sent them 
samples of his service charge leaflet. 
The clearing house with its participat- 
ing banks thought the way Jack handled 
the service charge question was very 
good indeed and typed in their schedule 
of service charges and sent the leaflet 
to Jack asking him to quote a price. 
So Jack figured on a price and in his 
figuring he not only included the bald 
printing costs but he added a little profit 
for himself—for after all, what value 
are trained advertising brains if they 
cannot translate themselves into a 
dollar or two with which to buy a little 
bread and butter so that the advertising 
brains might go on producing good ad- 
vertising ideas and writing good adver- 
tising copy? 

Considering these factors, Jack’s price 
was very fair and he wrote the clearing 
house quoting it. For some time Jack 
didn’t hear anything until one day he 
found out that the clearing house was 
using his leaflets, word for word. 

He investigated the matter and found 
that the clearing house had turned his 
leaflet over to a local printer and the 
local printer had quoted a price half 
Jack’s price. Now of course the local 
printer was probably an_ estimable 
gentleman, but his price did not include 
the good halftone illustration that 
Jack’s price included. Furthermore the 
local printer did not have an advertis- 
ing background and probably couldn't 
write an advertising folder if he had to. 
All the local printer had to do was to 
print, parrot-like, what anyone else 
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wrote. In fact, it is likely that if the 
local printer had to write the advertis- 
ing folder himself that he would have a 
headache and that the clearing house 
would not buy what he had written; 
and if it did that the good citizens 
would not be able to understand what 
was being talked about. 

It turned out that the clearing house, 
imbued with an intense desire to foster 
good public relations with its com- 
munity, wanted to show its good faith 
in the matter of service charges. But, 
being bankers, they of course had to 
watch the pennies and when they com- 
pared Jack’s price for the folder he had 
written with the local printer’s price 
for printing only, they saw an immedi- 
ate saving of dollars and cents. Conse- 
quently, as Jack’s leaflet was not copy- 
right, they had the local printer use 
Jack’s words verbatim. This must have 
seemed like a good idea to them because 
now they had a darned well-written 
leaflet at a very low cost and, as we 
have said, the cost in pennies had to 
be counted very carefully. 

When Jack found out what had 
happened he was very surprised to 
learn that the words he had written, 
as he had written them, had been 
transplanted in this fashion and so he 
sat down and wrote to the clearing 
house outlining his feelings on the 
subject. He waited for awhile but re- 
ceived no answer to his letter so he sat 
down and wrote again. He waited for 
another while and still lacked the cour- 
tesy of a response. 

There didn’t seem to be anything to 
do but take a trip to this city which 
Jack then did. The first call he made 


was to the city editor of the local news- 


paper. He asked the city editor if the 
town boasted an honest banker and 
the city editor grinned and said that 
the bankers of his city were a pretty 
good bunch and that Jack could walk 
into any bank and find what he was 
seeking. 

Jack then went to six bankers includ- 
ing two bank presidents. To each he 
told the situation, and explained it all 
very carefully—in some cases he ex- 
plained it two or three times so that 
there would be no chance for any mis- 
understanding. Of the six bankers that 
Jack talked with, one agreed that what 
had been done was wrong. Another 
snorted and said it was “palpable pla- 
giarism™ (praises be!), three dodged and 
hedged and wouldn't make any com- 
ment one way or the other, and the 
last was sympathetic but, not having 
anything to do |with the situation, was 
unable to be personally helpful. 

So Jack went back to the city editor 
and told him what the results were of 
his conversations with the six bankers 
in that city and the city editor didn't 
grin any more. In fact the city editor 
was as mad as hops to think that in 
his city there was not a clearer under- 
standing among men of honor and char- 
acter as to what was right and what 
was wrong. 

As the thing stands now perhaps 
Jack will get paid for his efforts and 
perhaps he won’t—it all depends on 
the zeal and success with which he 
dogs the heels of those who transplanted 
his writing. 

Of course, there is one thing to be 
said for the bankers—they did burn 
with that intense desire to foster good 
public relations in their community. 


Cross Section 


RESTORED FAITH 
RENEWED COURAGE 
REDOUBLED ENERGY 


The rapid development and adoption 
of machinery have brought what is com- 
monly called overproduction, so that ma- 
chinery and overproduction are two 
causes so closely allied that it is quite 


dificult to distinguish the one without 
taking the other into consideration. 

The nations of the world have over’ 
stocked themselves with machinery and 
manufacturing plants far in excess of the 
wants of production. This full supply 
of economic tools is the more important 
factor in the present industrial depres: 
sion. 
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The discovery of new processes will 
undoubtedly continue, but it will not 
afford employment to the vast amount 
of capital which has been created. The 
day of large profits is probably past. 


Thus spoke the United States Com- 
missioner of Labor in, believe it or not, 
the year 1886 during the “worst” de- 
pression in the history of America and 
at a time when America was “ruined.” 
The above was published in an adver- 
tisement of Utica New York’s ‘First 
Citizens Bank and Trust Company 
which went on to point out that not- 
withstanding the present pessimists 
America has always recovered from de- 
pressions and that if we all quit worry- 
ing and get down to the task before us 
(whatever it may be) with renewed con- 
fidence and vigor that the depression 
will whisk itself away in no time. Not 
in these exact words, you understand, 
but that was the import of the adver- 
tisement, the fourth of a series identified 
by the depression and recovery chart 
prepared by Col. Leonard P. Ayres of 


The Cleveland Trust Company and re- 
produced with the courtesy of that 
bank. The ad states “America’s great- 


est needs today:—Restored Faith... 
Renewed Courage . . . Redoubled En- 
ergy.” These advertisements have created 
an unusual amount of “applause”— in 
fact the Utica Chamber of Commerce 
and that city’s Retail Merchants Asso- 
ciation have on numerous occasions pub- 
licly expressed their praise and appre- 
ciation. Moreover service clubs, asso- 
giations, schools and various groups 
have requested the bank to have repre- 
sentatives address them on the subject. 
Not only does this bank believe whole- 
heartedly in what this advertising cam- 
paign is accomplishing in its own com- 
munity but it recommends duplication 
of the effort among other banks through- 
out the country. What is 
unusual, the bank is very willing to 
assist any bank in another city inter- 
ested in developing a similar movement. 
Our spirit has been. somewhat bruised 
in the writing of the previous article 
“Backfire” but the work of the First 
Citizens has revived our faith in human 


even more 
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nature and so with renewed courage 
and redoubled energy we will tackle the 
rest of this department. 


* * * 


A VALUABLE STATEMENT 

The publication of this financial state- 
ment is done for the purpose of inform- 
ing our depositors (and those who may 
be interested in becoming one) of the 
actual condition of this bank in an un- 
derstandable and simple manner. 

For a number of years we have en- 
deavored to educate the public in that 
respect, and from the many favorable 
comments we feel that we have made 
some contribution along that line. 


This preface to the statement of con- 
dition of The Planters Bank and Trust 
Company, Hopkinsville, Kentucky, leans 
toward the conservative for the state- 
ment itself speaks more strongly than 
any preface could. For example, U. S. 
Government securities are explained as 
“Listed on New York Exchange and 
can be converted into cash any day, 
and are rated as being the best invest- 
ment in the world, consequently at the 
present time pay a very small rate of 
interest (carried on our books at con- 
siderably less than market price). This 
really tells something—it explains that 
some $600,000 are invested as safely as 
possible—it tells that the bank regards 
this investment conservatively—it helps 
show why earning power is low. Other 
Investment Securities; State, County 
and Municipal Bonds and Cash on 
Hand are added under the item “Total 
Cash and quickly convertible assets into 
cash. (This represents a liquid condi- 
tion of 91 per cent. of our deposits.)” 
Even Federal Reserve Bank stock has 
a bit of information—the item shows 
that the bank owns some $6000 of the 
stock which pays the bank 6 per cent. 
interest. Probably few people know 
that Federal Reserve stock owned by 
banks pays 6 per cent. interest, or any 
interest for that matter. Other Real 
Estate may mean something to the 
banker but to the average depositor’ it 
may mean anything from a junkyard to 
the corner grocery store. The Planters 
Bank and Trust Company explains that 





318 


it “Represents several farms in Christian 
County and residences in City of Hop- 
kinsville, that we have taken for debt.” 
Then, too, there is “Our Banking House, 
corner 8th and Main streets, vaults, 
safes, night depository, fixtures, equip- 
ment, burglar alarm system, etc., which 
cost slightly more than $50,000, car- 
ried on our books at... $26,400.” 
Presumably banks publish statements so 
that folks can understand something of 
the condition of that bank. It pays 
good money in local newspapers to 
broadcast that statement to the public 
generally. It is a safe bet that 75 per 
cent. of the people who see that state- 
ment know no more about it than they 
do about the love life of an ameba. 
Yet the listed figures are supposed to be 
an advertisement. And an advertise- 
ment is supposed to carry some valuable 
information and favorably influence 
readers towards the advertiser. This 
subject is one that we have continually 
harped on and will probably keep on 


harping until some soul places one of 
the heavenly variety in our hands and 
asks us if we know anything about 


music. But a little thought on the 
subject should convince most anyone 
that the money spent for publishing 
mathematical gibberish in good display 
space would be better spent if the 
mathematics were interpreted under- 
standably. Or perhaps we're wrong— 
if so will someone kindly tell us how 
and why? 


* 2 + 


INTERPRETATION 


The heading: “Strength Inspires Con- 
fidence.” 

The illustration: The end of a cable 
showing how the strands weave them- 
selves into one great co-operative 
strength. 

The copy: “The strength and flexibility 
of a mighty cable tell the true story of 
sound banking ... each tiny strand 
representing an industry .. . a profes- 
sion. Hundreds of these strands make 
a cable with strength increased a 
thousandfold. The National Bank of 
‘Topeka represents a cross section of all 
business Topeka. Its strength inspires 
confidence . . . its broad financial facil- 
ities are available to all. 
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Were banking really the mysterious, 
dry-as-dust profession that many people 
seem to think it is, the chances are 
that it would have dried up completely 
some time ago with no one being the 
wiser. But banking is the life blood 
of industry. The difficulty is to drama- 
tize this so that the many people will 
come to regard banking more as a friend 
than+an octopus. The National Bank 
of Topeka, Kansas, has with a most re- 
markable consistency been able to 
present its case through its advertising 
very effectively. There may be noth- 
ing new about the fundamentals of 
good banking, but there is always some 
new way that those fundamentals can 
be served appetizingly and satisfactorily 
to all parties concerned as is the case 
in the above-mentioned advertisement. 
Strength does surely inspire confidence 
—and so, indeed, does advertising. 


3k * * 


THE RESULT IS PROGRESS 
BUT THE PURPOSE IS PROFIT 


A bank is a business, here to make 
money. We supply the cash and the 
credit for sound enterprises; they grow, 
they hire more people—and the com- 
munity makes progress. But a loan is 
to us essentially a business proposition 

an opportunity to make a profit. 

So there should never be any hesita- 
tion about asking us to lend money. 
Your purpose is profit. Our purpose is 
profit. If your proposal is sound and 
we can safely lend you the money of 
our depositors, it is to our interest and 
their interest, as well as your interest, 
for us to do so. 

At least, drop in and discuss it with 
us. 


This heading and copy over the sig: 
nature of the Atterican Trust Company, 
Charlotte, N. C., directly approaches 
the heart of thé loan problem. Brisk 
and straightforward, it covers all the 
ground in a tremendous hurry without 
a whit of dilly-dallying. This bank, 
the “largest unit bank in the Carolinas,” 
has done a great deal of loan advertis 
ing in the past several years. The re- 
sults of the current campaign with its 
concrete comparison of bank loans with 
other types of business is producing 
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such fine results that J. Everett Henley, 
assistant secretary and treasurer of the 
bank, was moved to say, “In our ex- 
perience no campaign has produced so 
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many favorable comments. Borrowers, 
numbers of other depositors and bank 
officers throughout the Carolinas have 
been most sincere in their praise.” 


Sidelights and Shadows 


ConNECTICUT’S Bridgeport-City Trust 
Company visually displayed in their 
lobby the important part played by 
photography in its bookkeeping system 
which, by its very nature, told the story 
of checks and checking accounts... . 
The First National Bank, Birmingham, 
Alabama, acquired reproductions of 
some of the world’s most famous paint- 
ings for use in a series of window dis- 
play cards. . . . The well-known “bal- 
loon” device by which comic strip char- 
acters speak and are understood is most 
effectively used by The Hamilton Na- 
tional Bank, Knoxville, Tenn., except in 
this advertisement an illustration of the 
bank does the speaking and says, “The 
thing we value most at this bank is the 
Confidence of the Public—We will 
never, knowingly, betray it.”; people 
are used to reading “balloons” and in 
this case there is no comedy but a 
straightforward message in a new and 
widely-accepted vehicle. 

The Marshall and Ilsley Bank, Mil- 
waukee, advertises “Additional Loans” 
made for modernization purposes and 
continues its policy of illustrating (eight 
of them!) some of the purposes the 
loans were for. . . . The Broad Street 
National Bank of Trenton, N. J., tells 
about Marathon races under the series 
heading “History of Beginnings” and 
the illustraticn and the telling is styled 
like a Believe-it-or-not—and that all ties 
up with the bank copy which states 
that the bank is equipped to render 
service to anyone wishing to send money 
speedily and to a great distance... . 
The Industrial Morris Plan Bank, De 
troit, Michigan, makes its millionth loan 
and one of the ads commemorating this 
highly noteworthy event shows that 
200,000 automobiles would be required, 
carrying five passengers each to accommo- 


date one million people—and if these 
cars were bumper to bumper they would 
stretch the 454 miles from the bank’s 
door to Utica, N. Y.; we hope they 
don’t—the traffic’s bad 
Wena. 

Ordinarily we write more copy for 
“Cross Section” which we hope you 
read a page or so back . . . ordinarily 
we write much more copy for this sec- 
tion which we continue to label “Side- 
lights and Shadows” . . . but since the 
August issue of THE BANKERS Maca- 
ZINE was published an article appeared 
in Printers’ Ink that was so extraordi- 
nary that we are cutting down to make 


enough as 
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still with us, we shall step aside and 
thus allow you to go on to bigger and 
much better things. 


room for it... it seems to us to be 
more important than anything we our- 
selves could write ... so, if you're 


A Story of Bank Growth 


Pittsburgh Survey Proves That Expansion Came in Proportion to 
Institutions’ Advertising Outlay 


By Ivan C. MILLER 
Research Manager, Pittsburgh Sun-Telegraph 


This story, originally published in the July 25, 1935, issue of Printers’ Ink and repro- 
duced with the kind permission of that publication, is one that every banker interested in the 
welfare of his bank should read more than once. A tabulation of tlie bank advertising in 
Pittsburgh, Pa., from the year 1850 to the year 1928 was made from newspapers on file in the 
Carnegie Library. Three conclusions were possible from this study. Consistent with these 
conclusions were the results of a roll call of the twenty-four business district banks after the 
bank holiday. These banks in 1928 fell into three groups: of the nine banks whose adver- 
tising was little or none eight were closed or passed to a conservator; of the nine banks in 
the second group whose advertising averaged sixty inches per week, one merged, one closed, 
and a conservator was appointed for two others. None of the six banks who did the most 


advertising were greatly affected by the depression. 


And that is why we say that this story 


should be read by any banker interested in the development of his institution—THE Epitor. 


T the end of the day the retail 
merchant chalks up the results of 
his advertising for that day. If 


crowds congest his store and the cash 
register tinkles rhythmically, all is well; 


it was a good advertisement. If a few 
lonesome shoppers wander through his 
store, and the cash register is stubbornly 
mute, all’s wrong; the papers didn’t 
pull. Wherever he may place the credit 
or the blame, the retail merchant can 
measure the results of his advertising. 

The tangible results from bank ad- 
vertising are not so readily determined. 
If opinions are asked, the office boy 
may call his bank’s advertisements 
“swell,” or a v.-p. may deplore their 
lack of dignity, but no cash register 
tinkles out sales, and no crowds swarm 
the bargain counters. Although the true 
value of bank advertising is difficult to 
determine, results are nevertheless con- 
demned with, “the papers don’t pull.” 

In Pittsburgh an attempt was made 
to unearth an answer to the banker's 
persistent question, “Has my advertising 
paid?” A study was conducted to de- 
termine if possible the relationship be- 
tween a bank’s advertising and _ its 


growth, for it seemed that there must 
be some traceable reaction of the one 
on the other. Although the results of 
the study were convincing beyond ex- 
pectation, it was still just a study, until 
confirmed by the bank mortality in the 
wake of the depression. 

The twenty-four banks studied were 
all located in Pittsburgh’s central busi- 
ness district, a small triangle of land 
between two rivers. The farthest dis- 
tance between any two banks was four 
city blocks, location was thus limited 
to a negligible factor in the measure- 
ment of growth. All banks were in the 
heart of the city, all equally accessible. 
Age was at first considered an im- 
portant contributor to size. 

At the time the study was made, 
however, only one bank was less than 
twenty-five years old, and most of the 
banks were old at the turn of the cen- 
tury. At the end of the year 1928, 
the last year covered by the study, three 
of the younger banks had far out-grown 
the oldest bank of them all, in defiance 
of its 118 years, and the youngest bank 
in the group had outstripped its neigh- 
bor, thirty-five years its senior. The 
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growth of these banks, measured in 
terms of assets, deposits and the amount 
of trust funds, apparently was not gov- 
erned by age. The merging of banks 
should be a most important influence 
in determining the growth of a bank, 
and so it was found in this study. 
Always, however, when two_ banks 
merged, the feeble identity of some non- 
advertised bank was lost to a strong 
and well-advertised one. 


HARD TO FIND DATA ON ADVERTISING 


The data for determining growth 
were readily obtained from the pub- 
lished statement of condition, but a de- 
pendable record of each bank’s adver- 
tising was not so easily found. No 
bank could be expected to exhume its 
musty old files, even if a record of ad- 
vertising had been kept throughout the 
period studied. It was finally neces- 
sary to measure the advertising of each 
bank in the newspapers on file in the 
Carnegie Library. The contemplated 


task of measuring each bank’s advertise- 
ment in each paper, every day, for 
eighty years was reduced to a minimum 
by sampling—which proved that data 


for six two-week periods, staggered 
every other month, yielded accurate re- 
sults. 

There were many banks in the cen- 
tral business district that came and 
went between 1850 and 1928. Whether 
merged or closed a record was kept for 
every bank, and the resulting data 
plotted into curves. Cold figures, dry 
data—the statistician’s bloodless tools 
but how they come to life when plotted, 
what colorful history they unfold. One 
bank whose career ended before 1928 
shouldered ahead of most of its com- 
petitors, acclaiming its forward march, 
year by year, with consistent advertis- 
ing. 
DEPOSIT CURVE FOLLOWED ADVERTISING 

CURVE 


Well established as second largest 
savings bank, and still growing, this 
bank whittled away its publicity costs, 


and no doubt effected a current saving 
as down went its advertising curve. For 
everal years all seemed well, then the 
eposits curve followed the advertising 
curve. Advertising was revived, but 
the avalanche had gained too much mo- 
mentum. The bank was closed, and 
although the cold data do not reveal 
the fact, among the liabilities were the 
deposits of thousands of school children. 

A smaller bank, one that has proved 
through the years to be the most con- 
sistent advertiser, assumed this quarter- 
of-a-million-dollar liability. Pittsburgh 
children must not pay a penalty for 
their thrift; this dramatic step netted 
invaluable front-page space and a five: 
million-dollar increase in deposits the 
following year. Though twenty years 
have passed, many of these school chil- 
dren are important customers of the 
bank today, and the School Children’s 
Department of the bank is the largest 
in the country. ; 

Another well-advertised bank grew 
until it ranked as high in public opinion 
as in size among the larger banks. Some 
ten years ago one of the older employes 
was retired from a position of arduous 
duties to one with lesser responsibilities. 
This old faithful watchdog of the bank 
was made advertising manager. Just a 
few years ago this sincere old man 
boasted that during his years of service 
as advertising manager, he had saved 
his bank fifty thousand dollars on news- 
paper advertising alone. There is no 
doubt that Old Faithful sheared fifty 
thousand dollars from the incomes of 
the newspapers through those years, but 
it is a grave question how much the 
bank saved. A bitter run closed the 
bank soon after this remark was made. 

More than one bank coasted com- 
placently without the aid of advertis- 
ing, until some unexpected event dis- 
torted the balance. Only then was ad- 
vertising called upon to perform a 
miracle, and failing, was condemned. 
Among the first banks to be washed 
away in the tide of the depression was 
one of the oldest. This bank was 
small in spite of its ninety years—a 
dignified, ultra conservative institution, 
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T is the purpose of this booklet to discuss from the practical standpoint some 
accepted methods of bank statement analysis. Although the analyst can only 
be as good as the data at his disposal, the greater detail now available in 

bank statements is imparting to statement analysis a real significance many 
times lacking in the past. 


@ Mr. Garcia first considers the bank statement taking up item by item the 
various entries which appear under assets and liabilities. He then goes on to 
discuss the “intangibles” which must be considered in appraising the quality of 
bank management. He then considers the process of analysis particularly with 
reference to various standard ratios which are indicative of a bank’s strength or 
weakness. The last section is devoted to an analysis of a bank’s earnings. 


@ An appendix gives a number of important tables showing how different bank 
ratios have changed during inflationary and deflationary periods. 
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too self venerated to sully its code of When, however, the National Banks 


ethics with a debauchery of advertising 

too proud to commercialize a noble 
name, until with its dying breath it 
screamed from the printed page a 
strength and security it did not have, 
invited a run, and the end. Often a 
mad splash of advertising by a non- 
advertising bank heralded the closing 
of its doors. Again and again through 
the history of these Pittsburgh banks 
appeared the warning, “Advertising 
builds better than it mends.” 


TABULATION GOES BACK TO 1850 


The tabulation started with the year 
1850, and the collected data were 
plotted for both advertising and growth. 
For the first forty years the plotted 
curves were lifeless, but after 1890 
both sets of curves wriggled up in 
vigorous ascent. Not every  bank’s 
curve was animated, of course, for they 
ranged from prone to almost upright 
the upward tilt of each bank’s growth 
curve proportional to its volume of 
newspaper space! There were excep- 
tions, and exceptions spoil conclusions. 
S22 


were compared in a group separate 
from the other banks, each National 
Bank’s growth curve aligned itself in 
direct proportion to that bank’s news 
paper space. 

The discrepancies that still persisted 
when the State Banks were treated to- 
gether were only eliminated when these 
banks were regrouped according to the 
aim of the bank as disclosed by its ad- 
vertising. Some banks were apparently 
interested most in selling various trust 
services, others in encouraging deposits 
and general banking service. Grouped 
accordingly, growth and newspaper 
space were proportional. 

The total volume of advertising did 
not keep pace with the total growth 
of all banks. A saturation point was 
reached as eleven papers were, through 
a period of years, merged into three. 
This could be expected, for, not only 
did the merging bring a consequent in- 
crease in the cost of space, but a cor 
responding increase in the advertising 
effect of the single medium. 

Any one of three conclusions can be 
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derived from this study, and they all 
have virtually the same meaning: 

1. The banks in the Pittsburgh busi- 
ness district have grown in direct pro- 
portion to the volume of their news: 
paper space. 

2. As the banks grew in size they 
recognized the value of advertising and 
could better afford to maintain their 
space at large and consistent volume. 

3. Each bank’s growth was propor- 
tional to the astuteness of the manage- 
ment, which astuteness recognized the 
worth of advertising. 

The value of institutional advertis- 
ing can best be measured in times of 
distress, for then confidence, nursed 
through the years by advertising, is 
often the bank’s most valued asset. Roll 
call of the twenty-four business dis- 
trict banks after the bank holiday 
showed a mortality and survival con- 
sistent with the expectations from the 
previous study. These banks in 1928 


fell naturally into three groups, those 
whose advertising was little or none, 
those with a range near and an average 
of sixty inches per week, and those 
whose average space was 150 or more 
inches per week. 

Of the nine banks whose advertising 
was little or none, eight were closed 
or passed to a conservator. Of the 
nine banks in the second group, whose 
advertising averaged sixty inches per 
week, one was merged just before the 
holiday, one was closed and a con- 
servator appointed for two. These two 
have since merged and re-opened. The 
one bank in this group that remains 
closed has so far liquidated more than 
70 per cent. None of the six banks 
in the top group was greatly affected 
by the depression, in fact they flaunted 
their strength by remaining open Satur- 
day, March 4, 1933, when the banks 
in every other city in the State were 


closed. 


Progress of National Banks 


THE Comptroller of the 
J. F. T. O'Connor, 
August 17, that the total assets of 
the 5431 active national banks in 
the continental United States, Alaska, 
Hawaii and the Virgin Islands on June 
29, 1935, the date of the last call for 
statements of condition, aggregated 
$26,061,360,000, which was an increase 
of $102,077,000 in the amount re- 
ported by 45451 active banks as of 
March 4, 1935, the date of the previous 
call, and an increase of $2,159,768,000 
over the amount reported by 45422 
active banks as of June 30, 1934, the 
date of the midsummer call last year. 
Loans and discounts, including re- 
discounts, on June 29, 1935, totaled 
$7,365,226,000, in comparison with 
$7,489,904,000 on March 4, 1935, and 
$7,694,749,000 on June 30, 1934. 
Investments in United States Gov- 
ernment obligations, direct and fully 
guaranteed, amounted to $7,173,007,- 
000, showing an increase of $52,716,000 
since March 4, and an increase of 


Currency, 
announced on 


$1,169,355,000 in the year.  Invest- 
ments in such obligations reported for 
the recent call comprise direct obliga- 
tions of the United States of $6,077,- 
724,000, obligations of the Reconstruc- 
tion Finance Corporation of $187,902,- 
000, Federal Farm Mortgage Corpora- 
tion bonds of $257,260,000, and Home 
Owners’ Loan Corporation bonds of 
$650,121,000. Other bonds and securi- 
ties held amounting to $3,543,379,000, 
showed an increase of $53,998,000 since 
March 4, and an increase of $198,478,- 
000 in the year. 

Balances due from correspondent 
banks and bankers: of $6,410,744,000, 
which included reserve with Federal 
Reserve banks of $3,092,178,000, were 
$159,947,000 more than on March 4, 
and $1,115,103,000 more than on June 
30, 1934. The cash in vault of $405,- 
513,000 showed increases in the 4 and 
12-month periods of $14,085,000 and 
$53,111,000, respectively. 

The book value of capital stock of 
the active national banks on June 29, 
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1935, amounted to $1,809,503,000 and 
represented a par value of $1,813,970,- 
000. The latter figure was composed 
of Class A preferred stock of $503,- 
914,000, Class B preferred stock of 
$21,208,000, and common stock of 
$1,288,848,000. The book value of the 
capital stock showed an increase of 
$4,764,000 since March 4, and an in- 
crease of $71,676,000 since June 30 
last year. Surplus funds of $831,846,- 
000, undivided profits of $297,967,000, 
reserves for contingencies of $143,951,- 
000, and preferred stock retirement 
fund of $3,151,000, a total of $1,276,- 
915,000, showed increases in the 4 
and 12-month periods of $12,706,000 
and $13,709,000, respectively. 

Circulating notes outstanding 
amounted to $222,095,000, in compari- 
son with $627,022,000 on March 4, 
1935, and $698,293,000, on June 30, 
1934. 

The total deposits of the active banks 
on June 29, 1935, were $22,518,541,- 
000, which was an increase of $502,- 
842,000, or 2.28 jper cent., since March 
4, 1935, and an increase of $2,585,- 
881,000, or 12.97 per cent., since June 
30, 1934. The aggregate on June 29, 
1935, included amounts due to banks 
subject to immediate withdrawal and 
certified and cashiers’ checks outstanding 
of $3,538,518,000, United States de- 
posits of $436,821,000,- other demand 
deposits of $11,297,055,000 and time 
deposits of $7,246,147,000. In the 
total of time deposits were included 
postal savings of $242,834,000, time 
certificates of deposit of $677,721,000, 
and deposits evidenced by savings pass 
books of $5,685,539,000, the latter 
amount representing 14,329,550 ac- 
counts. Postal savings in national banks 
on June 29, 1935, showed a decrease 
of $70,826,000, or 22.58 per cent., 
since March 4, and a decrease of $197,- 
948,000, or 44.91 per cent. in the year. 

Bills payable of $3,989,000 and re- 
discounts of $654,000, a total of $4,- 
643,000, showed decreases in the 4 and 
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12-month periods of $6,124,000 and 
$11,036,000, respectively. 

The percentage of loans and dis- 
counts to total deposits reported as of 
June 29, 1935, was 32.71, in compari- 
son with 34.02 on March 4, 1935, and 
38.60 on June 30, 1934. 
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BANKS HAVE LEARNED THEIR 
LESSON 


One of the questions on a Regents’ 
Board paper begins: “The Monroe Sav- 
ings Bank pays 214 per cent. interest 
annually on its deposits’—and I stop 
right there. Who remembers the day 
when problems in interest always dealt 
with 6 per cent? Now the only people 
who pay 6 per cent. are you and I. The 
banks learned their lesson.—Robert 
Benchley. 


SPECIE PAYMENT 


THE need and the opportunity now is 


to restore confidence in the dollar. All 
threat, actual or potential, of further 
devaluation should now be removed. To 
do this and to give a needed contribu- 
tion to real recovery the dollar should 
immediately be made convertible at the 
present 59 cents of gold, making it pay- 
able in gold bullion—the modern method 
of specie payment.—Herbert Hoover. 


A POPULAR MONEY POWER 


WHEN Americans generally learn the 
technique of co-operative finance, and 
learn how to use their money for the 
building up of American life, the Amer’ 
ican masses will be the money power.— 


Edward A. Filene. 


AMERICA COMING THROUGH 


AMERICA is “coming through’’—not per’ 
haps quite as it has planned, but by sheer 
force of its own momentum, and the 
richness of its gifts.—Sir Josiah Stamp. 
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THE EXCHANGE EQUALIZATION AC- 
COUNT. By N. F. Hall. London: 
Macmillan & Co. 1935 Pp. IX+115. 
Price $3.00. 

ALTHOUGH the currency of the United 
States has been given a new gold value 
(within narrow limits) the problem of 
the control of foreign exchange in a 
world of fluctuating currencies has not 
yet been solved. It is one to which 
both practical bankers and economists 
must address themselves, for ultimately 
currencies throughout the world must 
be stabilized. 

In view of existing conditions, there- 
fore, it is enlightening to have at hand 
this thoughtful discussion of the way in 
which Great Britain has handled this 
matter since she left the gold standard 
several years ago. It must be borne in 
mind in reading this volume that the 
conditions with which Great Britain 
was forced to contend were very dif- 
ferent in certain respects from those 
existing in this country. As the funda- 
mental problem is the same, much of 
interest and benefit, however, may be 
drawn from her experience. 

As the author points out early in his 
book, it is difficult to trace the course 
of action pursued by those in charge of 
the Exchange Equalization Account by 
means of which Great Britain has en- 
deavored to handle this problem _be- 
cause of the secrecy which has sur- 
rounded its operations—a secrecy which 
is essential to its success. Enough in- 
formation has been released and the ef- 
fects of its work has made itself felt 
sufhciently in various accounts which 
are published regularly to indicate that 
its attention so far has been given pri- 
marily to checking the violence of any 
fluctuations in British currency. 

The outstanding difficulty in dealing 
with this problem lies in the fact that 
it has been necessary to distinguish, as 
far as possible, between the demand for 
sterling caused by business transactions 
and that created by the flight from other 
currencies and vice versa when the de- 


mand for foreign currencies has been in 
excess of that for sterling. That rela- 
tive stability of sterling over a period 
of years has been, in general, main- 
tained, is strong evidence of the sagacity 
with which the account has been man- 
aged. 

One of the most significant points 
which is brought out is the change 
which has taken place in the foreign 
side of the London money market. For- 
merly acceptances were the dominant 
feature, now foreign deposits are the 
most important single factor. This 
change has created a situation far more 
difficult to control than in the days be- 
fore the World War. If the present 
situation continues, it indicates a per- 
manent change in the functioning of 
the London money market. 

The analysis which the author makes 
includes a discussion of available statis 
tics and a number of charts, taken from 
the “Economist.” While it leaves much 
unsaid because data are not at hand, it 
is a helpful and constructive interim 
study of this very significant and im- 
portant matter. 


THE INTERNATIONAL BANKS. By 
A. S. J. Baster. London: P. S. King 
& Son, Ltd. 12s. 6d. 


WHEN banks decide to invade the 
foreign field, they are bound to en- 
counter numerous obstacles to their es- 
tablishment and plenty of difficulties in 
carrying on their operations. In the face 
of these obstructions many banks have 
succumbed, but it is a tribute to the 
vitality of others that they still survive. 

British, French and German banks 
figure most conspicuously in this inter- 
esting story, the American institutions 
occupying but little space 

The author regards the United States 
on the whole as “one of the countries 
most hostile to foreign banking pene- 
tration” —a statement hardly open to 
question by any one conversant with 
our banking laws. 

Of late we have had much discussion 
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in this country about political control 
of banking. To what extent such con- 
trol has been established over many 
foreign banks may be learned by read- 
ing the chapter on “Banking and Poli- 
tics” contained in this volume. 


THE Security Markets. Edited by 
Alfred L. Bernheim and Margaret 
Grant Schneider. New York: Twenti- 
eth Century Fund, 330 West 42nd 
Street. $5.00. 


THis study is based upon a comprehen- 
sive investigation of the role that secu- 
rity markets play in American economic 
life. The magnitude of these markets, 
their importance to individuals and in- 
stitutions owning securities, their rela- 
tion to the supply of capital, to bank- 
ing and credit and to general business 
have been carefully analyzed. Special 


attention has been devoted to the prob- 
lems of short selling, margin ‘trading, 
manipulation and the activities of spe- 
cialists and to the control of investment 
banking and stock exchange practices 


through legislation. 

This survey was carried on under the 
auspices of the Twentieth Century Fund, 
Inc., founded by Edward A. Filene, 
president of William Filene’s Sons Com- 
pany of Boston, Mass. The purpose 
and program of the study were ap- 
proved and its expenses underwritten 
by the Trustees of the Fund. The 
Trustees did not, however, assume re- 
sponsibility for the findings or recom- 
mendations of the staff. 


THE LIBERAL TRADITION: A FREE PEO- 
PLE AND A FREE Economy. By 
Lewis W. Douglas. New York: D. 
Van Nostrand Company, Inc. $1.50. 

WHEN Mr. Douglas resigned as Di- 

rector of the Budget, the conservative 

element in the community deplored his 
resignation in that it removed from the 

Washington official scene one who was 

devoted to a sound fiscal and economic 

policy. And while the loss in this re- 
spect was real, it has probably been 
more than made good by the freedom 
of speaking his mind which Mr. Douglas 


as a citizen has gained by leaving pub- 
lic life. And that he does speak out 
freely no one who reads this book—and 
every thinking American should read it 
—can for a moment doubt. He makes 
his meaning clear as noonday. He 
speaks out where others have spoken 
“with bated breath and whispering 
humbleness.” 

Considering that what is being done 
at Washington will lead to the destruc- 
tion of the American system, Mr. Doug: 
las condemns the planners, points out 
the grave dangers of an_ unbalanced 
budget, the concealed inflation by huge 
Government borrowings from the banks, 
and makes a strong plea for a cautious 
revision of the tariff. Unless we recog- 
nize the present tendency toward a col- 
lective state—whether it be known as 
dictatorship, fascism, communism or so- 
cialism—and reverse our course, the au- 
thor foresees the most serious conse- 
quences. He presents ample facts to 
support his point of view. 

In a time of foggy thinking, “Liberal 
Traditions’ may be compared, for its 
mental effects, to the physical refresh- 
ment of a blast of sea air blowing through 
northern pines. 


WILLIAM CHAPMAN RaLston—Covu- 
RAGEOUS BuILDER. By Cecil G. Til 
ton. Boston: The Christopher Pub- 
lishing House. $4.00. 


Out cf the shadowy past this biogra- 
phy reveals the story of one of the 
striking characters of an_ interesting 
epoch of American history. It deals 
with territorial expansion, shipping, 
mining and banking and the part played 
in these various developments by the 
subject of the book. 

W. C. Ralston’s career was coinci 
dent with the history of a period that 
brought to the front names long promi 
nent in the highest circles of finance. 
He was intimately associated with sew 
eral of the great enterprises on the 
Pacific Coast, and possessed the aggres 
sive character distinctive of the pioneet 
age. Whether his downfall as a banker 
was due to his own shortcomings or te 
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the efforts of his rivals to oust him from 
control of various enterprises, the 
biography does not definitely determine, 
though leanings in favor of its subject 
are naturally disclosed. 

Ralston figured prominently in a 
stirring time and was perhaps carried 
away by the rapidity with which for- 
tunes were being made. His history 
was eventful, and the end dramatic 
whether by suicide or accident the au- 
thor seems to be in doubt, although 
the closing of the bank and Mr. Rals- 
ton’s loss of the presidency, followed so 
soon by his death by drowning, sup- 
ports the theory of suicide. 

After the lapse of time since Ralston 
passed from the stage of action, and 
considering that after all he was never 
a person of especial eminence, it is 
doubtful if his history deserved the 
space devoted to it. Condensation 
might well have been employed. Ample 
notes attest the painstaking research the 
author has given to his work. 


WorLD FINANCE, 1914-1935. 
Einzig. New York: 
$3.00. 


By Paul 
Macmillan. 


Dr. Einzic has established an interna- 
tional reputation by the publication of 
a series of volumes during the last few 
years dealing with particular aspects or 
particular periods of recent financial 
history. In this present volume he 
covers the whole war and post war 
period, and describes the world’s finan- 
cial evolution since 1914 in all its as- 
pects. The book is addressed to the 
general reader and retains from the im- 
mense amount of material on this period 
only what is essential for an understand- 
ing of the trend of financial evolution 


THE New DEAL AND FoREIGN TRADE. 
By Alonzo E. Taylor. New York: 
Macmillan. $3.00. 


THE author of this book takes as his 
text Secretary Wallace’s recent World 
Affairs Pamphlet called “America Must 
Choose,” and presents the argument 
against the New Deal so far as the New 
Deal is exemplified in the foreign trade 


policy of Secretary Wallace. Mr. Tay- 
lor concludes: 

“Despite the new popular views of 
Sombart, Elliot, Wallace, et al., the 
world will turn from planned and man- 
aged foreign trade to simple rules, lower 
tariffs and most-favored-nation treat- 
ment. Here and abroad, imports and 


exports will again be determined by 
costs and qualities, by elasticities of sup- 
ply and demand, not by selection of 
goods and services by political officials, 
elected or appointed.” 


WILLIAM’ —_— Boyce 
THOMPSON AND His Times. By 
Hermann Hagedorn. A Jchn Day 
book. New York: Reynal & Hitch- 
cock, Inc. $3.00. 

THis book is a portrait of a unique 

rugged individualist and a story of his 

era of mining booms, big business and 
frenzied finance, as well as his services 
to America in scientific research, poli- 
tics and the Russian Revolution. Of 
his central character the author writes: 

“He was also—and this is his final 
significance—a type of the great Ameri- 
can success and the great American 
failure; the man who rises from humble 
beginnings through struggle to wealth 
and finds that in the strain of achieving 
he has lost the power to enjoy the thing 
achieved. His story is as ancient as 

Midas and as new as the freshly hired 

office boy, dreaming opulent dreams,” 


THE MAGNATE: 


REGULATION OF THE SMALL LOAN 
Business. Louis N. Robinson and 
Rolf Nugent. New York: Russell 
Sage Foundation, 130 East 22nd 
Street. $3.00. 


THis is the final volume of the “Small 
Loan Series” which has been in course 
of publication by the Russell Sage 
Foundation. The term “small loan 
business” is used in its narrow specific 
sense. It refers to a business whose 
loans have always been confined to 
small sums. The principal securities re- 
quired by lenders have been chattel 
mortgages on household furniture, as- 
signment of wages, or simple promis- 
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sory notes. Loans are made chiefly to 
wage-earners for consumptive purposes. 
During recent years the business has 
been further distinguished by its regu- 
lation under the Uniform Small Loan 
Law and similar statutes governing 
loans of $300 or less. Licensees under 
this act are generally known as personal 
finance companies. 

The chapter headings include: His- 
torical Background of Lending; Begin- 
nings of the Small Loan Business; 
Character and Technique of Unregu- 
lated Lending; Early Remedial Efforts; 
Development of the Uniform Small 
Loan Law; Small Loan Legislation, 
1916 to 1934; Small Loan Agencies, 
1910 to 1934; Changes in the Small 
Loan Business Under Regulation; Char- 
acteristics of Borrowers from Licensed 
and Unlicensed Lenders; Organization 
and Procedure of a Modern Small Loan 
Office; Expenses and Profits in the 
Small Loan Business; The Question of 
the Maximum Rate of Charge. 


THE INTERNATIONAL MONEY Mar: 
KETs. By John T. Madden and 
Marcus Nadler, New York. Prentice- 
Hall, Inc., 1935. Price $5.00. 


At the present time when the difficul- 
ties confronting international as well 
as national finance are so acute, it is 
particularly fortunate to ‘have presented 
to the public a book which is both so 
authoritative and so understandable as 
the present volume. Moreover, it i 
remarkably up-to-date as it was com- 
pleted less than six months ago. 

In spite of the fact that money mar- 
kets have existed for a century, very 
little has heretofore been written about 
their actual operation, and hence their 
functioning has remained largely a 
mystery except to those who have par- 
ticipated in their actual operation. The 
book in hand discusses both their struc 
ture and their current operation, and 
includes considerable material not here- 
tofore available in English, even in 
casual and disorganized form. 

The discussion opens with a brief 
consideration of gold and its function 


in the money market including some 
of the more popular fallacies in regard 
to this subject. This is followed by a 
definition of an international money 
market and an outline of the pre- 
requisites of such a market, emphasiz- 
ing the necessity of stable currencies, a 
free exchange market, a sound banking 
structure and a discount market. Chap- 
ters are then devoted to the short term 
money market, the long term money 
market or capital market and the inter- 
play which takes place between them. 
Then comes a very illuminating chap- 
ter on the international money market 
since the World War in which the 
restoration of this market is traced and 
the collapse which began in 1931 out- 
lined. Particularly helpful is the per- 


spective given to the events which began 
with the failure of the Oesterreichische 
Kredit-Anstalt fir Handel und Gewerbe 
and continued with difficulties in Ger- 
many, England and the United States 
resulting finally in the existing situation 
in which an international money can 


hardly be said to exist. Even if th 
reader is familiar with these happening 
from intimate contact with them as they 
occurred, this volume will prove a real 
aid in placing them in their correct 
relationship to each other. 

Then follow chapters dealing in turn 
with money markets and their present 
condition in New York, London, Paris, 
Berlin, Amsterdam and Switzerland. 
Especially thorough is the treatment of 
the money market in London which, at 
the present time, as at practically all 
times in the past, has been the outstand- 
ing international money market of the 
world. The intimate relationship which 
exists between the commerce of which 
London is the world center and its short 
term money market is emphasized. The 
dependence of the latter on the former 
indicates the reason why New York 
can hardly hope to rival London in this 
respect in this generation. 

While this volume was_ prepared 
principally as a text book for university 
use, it is of marked value to all bank- 
ers since a large part of banking lies 
within the field of the money market 
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operations—both national and interna- 
tional. A banker, therefore, can hardly 
hope to perform his work successfully 
without a general knowledge of the 
structure and functioning of these mar- 
kets and he would find it difficult to 
obtain information on this subject more 
concisely and intelligently presented 
than in this volume. 


THE Errect oF AN UNCONSTITU- 
TIONAL STATUTE. By Oliver P. Field, 
Minneapolis: The University of Min- 
nesota Press, 1935. PPXI, 355. Price 
$5.00. 

THE frequency with which “New Deal” 
legislation is being declared unconstitu- 
tional serves to focus public attention 
on this question and gives this book a 
peculiar timeliness, although its concep: 
tion and a large part of its preparation 
took place before the New Deal was 
presented to the country. It is not, 
therefore, a hastily prepared volume de- 
voted to current decisions the full effect 
of which are as yet quite unknown, 
but a scholarly study of this very vital 
question. 

While it is primarily addressed to 
members of the legal profession, its con’ 
tents is, in many parts, of marked 
significance to the banker. For example, 
what effect, if any, on the relations be- 
tween a bank and corporate client is 
the organization of that corporation 
under an unconstitutional statute. The 
answer depends in part on the nature 
of the transactions under consideration, 
on the jurisdiction within which the 
transaction has taken place and which 
party is or may be injured. A bank 
may hold in its portfolio or in that of 
some of its trust accounts bonds of a 
municipality, the legality of whose or- 
ganization may be questioned on the 
grounds that it was incorporated under 
an unconstitutional statute. In the 
administration of its trusts, a bank may 
pay taxes or fees which later prove to 
have been levied under an unconstitu- 
tional statute. What can it do to 
rectify the error and protect its trust? 
These are but a few of the instances 


of where unconstitutional statutes may 
affect the work of a bank. 

It would be helpful if, as the result 
of the analysis made by the author, it 
were possible to indicate some general 
conclusions in regard to unconstitutional 
statutes and their effect. Unfortunately, 
all courts have not regarded such stat- 
utes in the same manner. In some 
cases, the decisions of a court in one 
state have been diametrically opposed 
to those in another. On the other 
hand, the attitude of courts toward 
unconstitutional statutes has frequently 
depended on the circumstances sur 
rounding the statute and the facts of 
the case before it for decision. Judicial 
law in this field is still very largely 
undeveloped. It is helpful, therefore, 
to find the book in question in which 
the author has embodied the results of 
long and painstaking research on this 
subject. The care which has been ex- 
ercised in its preparation is evidenced 
by the fact that approximately 1200 
cases have been cited, the fruit, as the 
author states, of sifting through thou- 
sands of cases. 


How To UNDERSTAND Money. By 
Lewis H. Haney. New York: Farrar 


& Rinehart. 25 cents. 


In this pamphlet of thirty-three pages 
there is a wealth of sound information 
presented so clearly that he who is so 
disposed may gain an accurate under: 
standing of what has often been con’ 
sidered a great mystery. 

Professor Haney, who is a professor 
of economics in New York University, 
comes out squarely for the gold stand- 
ard and gives adequate reasons for 
doing so. He says that today we have 
no standard money or repesentative 
money in this country. At one point 
he is not in agreement with the Su- 
preme Court cf the United States, 
“Representative money,” he says, “con- 
sists of certificates representing a speci 
fied amount of some money material, 
such as gold or silver. A piece of rep 
resentative money is a warehouse re’ 
ceipt, payable on demand, dollar for 
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dollar, in the specified material.” But 
the decision of the United States Su- 
preme Court specifically declared that 
gold certificates are not warehouse re- 
ceipts, and said, in effect, that the 
obligation was not to redeem them in 
gold, but in dollars. It had always 
been the opinion of THE BANKERS 
MAGAZINE that gold having been de- 
posited, payment in the thing deposited 
followed as a matter of course. The 
Supreme Court had a different opinion. 
Thus both Professor Haney and THE 
BANKERS MAGAZINE find themselves 
overruled by the highest judicial author- 
ity in the land. 

This pamphlet is invaluable to any 
person who desires to get a clear knowl- 
edge of the “money question.” It is 
couched in simple language, and is as 
true as the multiplication table. 


BOOKS RECEIVED 


LAW FOR OFFICERS AND 
A GuImDE TO CORRECT 
PRocEDURE. By William J. Grange. 
New York: Ronald Press. $6.00. 

Tuis book is a manual of counsel and 

working procedure, prepared by a 


CorPORATION 
DIRECTORS. 


lawyer experienced in corporate matters, 
showing how to handle any ordinary 
problem of corporate administration. 


Banks. By Robert McLaughlin. Bos- 
ton, Mass. Christopher Publishing 
House. $1.00. 


THIS is an essay on banking written 
in simple language and adapted for the 
use of schools. 


A MeasureD EcoNomy. 
Gross. Boston, Mass. 
Publishing House. $1.00. 


“A THOROUGH money reform,” says 
the author, “is the first step to gain 
the economic freedom the wise framers 
of the Constitution intended us to have. 
To reform the system, so that it would 
distribute the goods, would be a practi- 


By Ralph 
Christopher 


cal solution; to effect this at no cost to 
anyone, an ideal one. A measured 
economy is both a practical and an ideal 
one; it is an American one.” 


DEMOCRATIC GOVERNMENTS IN Ev- 
ROPE. By Raymond L. Buell, Eugene 
P. Chase and Robert Valeur. New 
York: Nelson. $2.50. 


THis book describes and analyzes the 
leading democracies of Europe. The 
major part deals with responsible gov- 
ernment as it exists in England and 
France. A chapter is devoted to 
Switzerland. 


MOoNEY AND THE EcoNomic SYSTEM. 
By E. M. Bernstein. Chapel Hill: 
University of North Carolina Press. 
$3.00. 


In this study of money and its problems 
the author has departed to some extent 
from commonly accepted views. Gold 
is not regarded as a natural standard of 
value; its suitability as a basis for the 
monetary system of the country is 
tested by experience, and the conclusion 
is reached that a managed monetary 
system is more likely to bring about a 
satisfactory production, distribution, 
and utilization of the national income. 


THE Price oF Gop. Edited by I. 
Shrigley. London: P. S. King & 
Son, Ltd. 7s. 6d. 

ConTAINS documents illustrating the 

statutory control through the Bank of 

England of the market price of gold 

from 1694 to 1931. 


PAMPHLETS RECEIVED 


THE CHIEF CAUSE OF THIS AND 
OTHER Depressions. By Leonard P. 
Ayres. Cleveland, Ohio. Cleveland 
Trust Company. Gratis. 


A stupy of the underlying causes of 


the business cycle by the economist of 
the Cleveland Trust Company. 





WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT COMMENT 


BANKING A CONSERVATIVE 
PROFESSION 


BANKING is naturally and properly a 
conservative profession. It should re- 
main so. In the past few years criticism 
has been heaped unjustly upon the en- 
tire banking fraternity because it has 
returned to practices and principles of 
banking that are and always have been 
fundamentally sound. The pity is that 
it ever departed, even in small measure, 
from such principles and practices. And 
it is to its credit that so large a group 
of its members never faltered, even in 
boom times, in their allegiance to those 
sound principles. We probably owe our 
salvation from chaos to that fact. What- 
ever changes may come in this changing 
world, no banker should be other than 
conservative, even in the midst of vilifi- 
cation.—Professor William A. Irwin. 


BANK DEPOSITOR THE FOR- 
GOTTEN MAN 


WE are sometimes moved to tears by 
the lamentations of politicians concerning 
the sad fate of some unidentified for- 
gotten man. The politician does not 
point out to us just who this man is, 
for whose welfare he professes such con- 
cern, and we may have come to believe 
that he was after all a myth. If so, we 
were mistaken. The forgotten man ac- 
tually exists. He is among us in flesh 
and bone. There are some 56,000,000 
of him in this country. He is not one 
of the noisy complaining individuals so 
much in evidence nowadays. On the 
contrary, he has remained largely in- 
articulate; he has no organization, issues 
no propaganda, conducts no_ parades, 
and makes no fiery speeches of denuncia- 
tion. He has no spokesman, no defender, 
no advocate in our National Capital. 
He is the unknown defenseless bank de- 
positor. The man who represents the 


‘ 
332 


very backbone of our citizenry. It is 
he who is bearing the real brunt of our 
financial and economic experiments. It 
is he who is the actual victim of the new 
order. It is he who represents the class 
of thrifty investors, the men and women 
who, by rigid economies, have built up 
savings accounts, who have insurance 
policies, who have their investments, 
large and small, in innumerable business 
concerns throughout the land, who have 
scrimped and saved in the hope of pro- 
viding themselves with security in old 
age. 

It is this man who has been directly 
and adversely affected to the extent of 
one-half of his income from deposits in 
banks by the policies of Government; 
it is this man who must still repay in 
large part the borrowings of Govern- 
ment. The forgotten man is the bank 


depositor, the man who must ultimately 
pay the bill—Orval W. Adams, execu 
tive vice-president, Utah State National 
Bank, Salt Lake City. ™ 


MODERN FINANCE 


A MAN came into a bank and wanted 
to borrow $5. He was told that the 
bank did not lend such small sums. 

“But,” he insisted, “lending money is 
your business, isn’t it?” 

The banker admitted it was. 

“Well, I've good security,” said the 
stranger, “and I want to borrow $5.” 

Finally the banker agreed to make the 
loan. When the note was drawn and 
the interest of thirty cents paid, the 
stranger drew from his pocket $10,000 
worth of Government bonds and handed 
them over as security. Before the 
banker could recover from his astonish- 
ment, the stranger said, “Now, this is 
something like it; over at the other bank 
they wanted to charge me $10 just for 


a safe deposit box to keep these things 
in.”"—The Chase. 
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